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e In the Record e 


Softness in the Second Quarter 


Business trends in the second quarter were a strange up-and- 
down mixture. In some areas rising military outlays more 
than filled the holes left by subsiding consumer demand. 
But in other areas the holes were less than filled, and prices, 
production and orders softened perceptibly. Some measures 
of this softening, and its implications for the months ahead, 
are discussed in Business Highlights, starting on the next page. 


Read Before You Sign 


It’s a good idea generally—whatever you're signing. And 
executives reporting on their experiences with government 
contracts say the rule applies here too. It’s a growing busi- 
ness—and the survey of business experience starting on 
page 268 should be worth careful reading for those who 
haven’t yet signed government contracts, as well as for 
those who expect to sign more. 


The Call of Labor 


Continuing to report the trend of regional differences 
emerging from the defense effort, The. Record focuses atten- 
tion on shifts in conditions in labor market areas over the 
country. Turn to pages 262-265 for text, charts and tables. 


The Story on Housing 


Historically, 1950 was a record beater for the number of 
houses constructed in this country. From such a record there 
are only two ways to go—up or down. Since wp was so far up, 
many expected this year’s starts could only go one way: down 
and way down. Well, they will be down, of course, but even 
a considerable decline from last year’s almost fantastic figures 
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would still be above most years; and, more important, this 
year’s activity will mean a substantial increase in housing 
accommodations throughout the country. In fact, by the 
year’s end, demand for new housing may be somewhat 
blunted. What this latter story is, however, is being reserved 
for next month’s Record. (Pages 252-256.) 


On Private Investing Abroad 


“All nations are ‘underdeveloped’ in that all can achieve a 
greater degree of economic progress than they presently have.”’ 
Thus reads one report on underdeveloped countries. But some 
countries are a good deal more underdeveloped than others, 
and, excluding those in the Soviet orbit, the most under- 
developed nations contain about 46% of the world’s people 
living on 51% of the world’s area. And whether for political, 
military, economic or humanitarian reasons—perhaps for all— 
the richer countries are worrying about their poorer neighbors. 
If nothing else—and there has been at least something else— 
these countries have contributed stacks of publications and 
hours of committee meetings to the problem. 

The implications of some of the major proposals on the 
subject are taken up, beginning on page 272, from the stand- 
point of private investments. In this area, perhaps, lie the 
greatest uncertainties as well as the greatest potentials. The 
article includes synopses of the principal recommendations 
made in the various reports on Point IV aid. ’ 


No General GI Bill—yYet 


How Congress took care of a not-so-pressing veterans’ mat- 
ter in practically no time at all is highlighted in ““New Benefits 
for New Veterans” (page 284). The avowed intent and 
the resulting law are brought under scrutiny in this article 
which deals with two recent measures: Public Laws 23 and 28. 
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MEASURING SECOND-QUARTER DOWNTRENDS 


Subsiding activity in the civilian sector offset 
rising outlays for defense and plant expansions 


N THE QUARTER just behind us, the selective 
I adjustment that began at the end of February 

widened in scope and worked deeper into business 
statistics. And as it spread it accumulated new im- 
plications for the remainder of 1951. 

Three months ago it was hard to locate the letdown 
statistically. The best evidence lay in the sudden 
emergence of concern over inventories at a time when 
most analysts and government agencies were talking 
inflationary shortage. But while inventories them- 
selves were certainly high, their relationship to sales 
and backlogs was, in most sectors, lower than it had 
been prior to Korea. 

And there were only scattered other signs. Stock 
prices had slipped off late in February; so had com- 
modity prices. Retail trade had drifted back to some- 
thing like normal; that is, department store sales were 
running 10%-15% above a year ago, roughly the level 
that would have been indicated by the advance of 
personal income and prices. 

These indications were countered by a stream of 
assurances that the mobilization was big; that infla- 
tion was a major threat; and that output of consumer 
goods was in for drastic curtailment by materials 
controls in the face of unprecedented consumer 
demand. 


ELEMENTS OF CHANGE 


The general price level was holding firmly. Retail 
prices were in fact still rising. From July to January 
personal income had risen at the rate of $40 billion a 
year, and disposable income at the rate of $30 billion 
(in spite of the rise in personal income taxes in Oc- 
tober). A full pay-as-you-go financing of the defense 
effort seemed improbable, and to some even inadvis- 
able, in view of the projected size of the effort. Busi- 
ness plans for expansion appeared to be limited only 
by the Defense Production Administration’s willing- 
ness to issue certificates of necessity, and DPA seemed 
inexhaustibly willing. (See chart.) The flow of tanks, 
planes and capital equipment that all this suggested 
seemed to leave little for the consumer at the same 
time that it promised to keep him well supplied with 
dollars. 
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Emerging as it did out of this perspective, the 
adjustment was easily enough written off as a wrinkle 
in the inflationary trend, a “breathing spell.” But 
in June, when Mr. Truman referred to it again as a 
breathing spell (to be followed by a “torrent of in- 
flation”) such similes had lost much of their convic- 
tion, and a growing number of observers were ques- 
tioning their accuracy. 

For it was no longer very difficult to take the meas- 
ure of the adjustment. It showed up clearly enough 
in prices. By mid-June the Bureau of Labor Statistics 
index of spot commodity prices in primary markets 
had fallen fully 11% below its mid-February peak.* 
The Dow-Jones index of commodity future prices was 
off 11% in the same period. The relatively slow- 
moving BLS wholesale index, after slipping slightly 


1From its peak in June, 1948, to its trough in June, 1949, the index 
fell 30%. In the first four-and-a-half months of the recession it fell 
8%. 
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in April, fell 44% in May, and another 12% in the 
first half of June. 

The movement of all these composite price indexes 
was dampened by the strength of prices in certain 
areas—fuels, metals and, thus far, building materials. 
In other areas declines were already sharp; farm prod- 
cuts at wholesale had fallen by 3% from their 1951 
peak, chemicals by 6%. 

While raw materials prices were receding, retail 
prices stopped rising in April. In May, they probably 
turned down somewhat, although a part of the decline 
may not have found its way into price indexes because 
it represented “sale” prices rather than general re- 
ductions. At the end of May some of the pressure 
of inventories broke through the hole made by the 
Supreme Court’s fair-trade decision of May 21, and 
price cutting, which had already appeared in durables 
lines—either in direct form or in the form of higher 
allowances on trade-ins—spread suddenly to the broad 
range of fair-traded consumer goods. 

While these cuts were limited to relatively few 
stores in relatively few cities, the response of con- 
sumers was significant. Buying in the affected cities 
shifted sharply toward the price-cutting stores; in 
unaffected cities consumers waited patiently for the 
cuts to start. 

Pending better figures, it is still hard to evaluate 
the effect of the fair-trade cuts on the retail price level. 
In view of the condition of retail inventories, however, 
the cuts could well set off a process of realignment 
that would reduce prices on merchandise competing 
with fair-trade goods. And they might well convince 
the consumer that his position in the retail market is 
still much stronger than he has been led to believe. 

Manufacturers’ prices are thus being hit from both 
_ directions. Backward pressure is being exerted from 
the retail level. At the same time, declines in primary 
market prices on many raw materials have ap- 
proached the magnitude where in selected industries 
they may be making room for competitive price 
reductions. 


PRESSURES ALL THE WAY BACK 


Underlying this weakened condition of manufac- 
turers’ prices is the continuing heavy pressure of in- 
ventories throughout the business system. By the 
end of March, total business inventories—retail, 
wholesale and manufacturing—had reached a level 
22%, above pre-Korea. In April, as buying policy 
shifted sharply to shorter-term commitments, they 
rose another 3%. By May, the vast majority of 
companies had abandoned the opportunistic buying 
practices suggested by the psychology of shortage, 
and were within a ninety-day commitment bracket. 
There was a significant trend toward sixty-day and 
even thirty-day limits. 

As early as April, the adjustment had passed be- 


yond prices and inventories and worked its way back 
into production, orders and backlogs. In the durable 
goods sector as a whole—the area of primary impact 
of rising military expenditures—cutbacks in civilian 
output were so sharp in April that the Federal Reserve 
index of durables production actually declined. Em- 
ployment and hours worked also slackened, in non- 
durables as well as in durables. Output of cars, major 
appliances, furniture and textiles fell to well be- 
low their March levels, and in many cases were 
down considerably from April, 1950. Manufacturers’ 
sales fell to the lowest level of 1951; so did new orders. 
Backlogs for all manufacturing rose by less than $1.5 
billion, compared with an average monthly advance 
of roughly $3 billion since last June. Unfilled orders 
in the nondurable goods industries actually declined 
for the first time since Korea. 

What is most striking about these statistics is that 
while the aggregates flattened out or declined, their 
military component was rising significantly. March 
saw the biggest single advance since Korea in defense 
expenditures, which jumped to $27.3 billion from 
about $22.6 billion in February. By May the defense 
spending rate was close to $32 billion, roughly 40% 
above the February level. The percentage rise in the 
procurement of goods from the manufacturing sector 
was probably even higher, since increases in pay and 
allowance expenditures had probably dwindled con- 
siderably by the second quarter. 

Thus the reining-up of civilian production was con- 
siderably sharper than aggregate production statistics 
would indicate. And since there is no reason to sup- 
pose that placement of military orders slackened sig- 
nificantly in the second quarter, civilian orders and 
backlogs were probably also more seriously affected 
than the aggregates indicate. 


How Defense Expenditures Are Climbing 
Shep eae 
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At annual rate in billions of dollars; May data estimated 
Sources: Treasury Department; Tar ConFERENCE Boarp 
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Building Capacity: Certificates for Five-year 
Amortizations Now Exceed $4 Billion 
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Some of the cuts in production of civilian durables 
—notably automobiles—can be attributed to mate- 
rials allocations, in the sense that a higher level of 
output would not have been possible in any event. 
But it now seems clear that even the reduced flow 
of civilian goods in the second quarter—on top of 
the enormous output of the previous three quarters— 
furnished plenty to satisfy the consumer. Something 
like the forced cutbacks might well have been made 
voluntarily in the light of consumer demand. 


WATCH RETAIL TRADE 


Retail trade statistics still provide the key measure 
of the adjustment. By the beginning of May, busi- 
ness across the nation’s retail counters had subsided 
to 10% below the level of January. Sales in April 
ran about 2% above the pre-Korea rate, although re- 
tail prices and disposable income were both up about 
10%. And during May and early June department- 
store sales were at levels that suggested little im- 
provement in general retail conditions. Unit volume 
had fallen perhaps 7% below pre-Korea, while real 
income had remained roughly constant. 

Some of the sting in these statistics is removed by 
comparing the pattern of retail trade since December 
with its pattern during and following the summer 
boom that started on K-day. (See charts.) The re- 
action to the January-February buying spree has 
thus far closely paralleled the subsidence of buying 
after the July-August spree, both in dollar amount 
and relative to disposable income. 

The parallel suggests that the consumer glut may 
be working itself off and that buying may revive 
rapidly in the months ahead. And the suggestion gets 
support from a number of other statistical factors. 
Consumer debt fell rapidly in the first quarter, 
despite heavy durables sales, and continued 'down- 
ward in the second quarter, when automobile instal- 
ment sales usually send it upward. By the beginning 
of May the debt was off 5% from its December 
peak, and it is doubtful whether it has risen signifi- 
cantly since then, judging from the behavior of retail 
trade in durables goods lines. 

So some of the burden of debt that the consumer 
shouldered during the last half of 1950 has been un- 
shouldered. At the same time, Regulation X and 
the tightening of the mortgage money market result- 
ing from the fall in government bond prices, have cut 
back home building and home purchases to a point 
where the consumer’s mortgage debt (which at year 
end was roughly double his nonmortgage debt) may 
well have stopped rising—and in the months ahead it 
may decline, judging from, the recent trend of hous- 
ing starts. Similarly, the cash drain of downpay- 
ments on home purchases, while they are no doubt | 
higher per house, may flatten out with the decline 
in houses sold. 
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Durables Goods Production Shrinks in 
Second Quarter 
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Over the second quarter as a whole, the consumer 
has been rebuilding his cash position at a prodigious 
rate. While retail expenditures in January and Feb- 
ruary exceeded their normal relation to income by 
perhaps $1.5 billion, in April and May they appar- 
ently fell about $1 billion short of normal. It seems 
even more probable now than it did last month that 
the personal savings of consumers in the second 
quarter will have set a new postwar record. 

Finally, price cuts themselves, while they are an 
indication of the sickness of consumer demand, may 
contribute to the cure. Two months ago, Tue Con- 
FERENCE Boarp noted that price rises in early 1951 
were outrunning the rise in disposable income, and 
suggested that this condition may well have played 
a part in precipitating the lull in consumer markets. 
But since March the situation has been gradually 
reversing. Income has continued to advance, at least 
through April—albeit at a greatly reduced rate— 
while retail prices started to drift and then moved 
down. The response to fair-trade price cuts seemed 
to indicate that the changed direction of retail prices 
may coax consumers back into the market in force. 


CAUTION FOR RETAILERS 


At the same time, other considerations suggest that 
the parallel between the current situation at retail 
and the situation last November—the tail end of the 
recession following the summer boom—should not be 
read too literally. In the first place, buying revived 
in December with the help of Chinese intervention 
and the threat of a major war. The upswing was re- 
inforced by the United Nations retreat down Korea, 
the declaration of a national emergency, and the de- 
sire to beat rising prices and heavily advertised im- 
pending shortages. It was fed by a rapid expansion 
of personal income in preceding months—an expan- 
sion that was owing in large measure to rapid rises 
in employment that brought about 1.5 million workers 
into the nonessentials markets between June and 
October. 

This time many of the conditions are much less 
favorable. The principal international possibility now 
appears to be at least a de facto cooling off in Korea 
——a development not calculated to stir up the con- 
sumer’s buying urge. Fears of inflation and shortage 
have been replaced, at least for the time being, by a 
general awareness that warehouses are still heavily 
laden. 

Recent rises in personal income have been relatively 
small. And employment has shown little change. In 
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Index numbers: January, 1950 =100; data for refrigerators and other electrical 
appliances are domestic unit sales billed. Other consumer durables figures 
are based on production 

Sources: Bureau of Labor Statistics; Ward’s Reports; Federal 
Reserve; Radio-Television Manufacturers’ Association; National 
Electrical Manufacturers’ Association 
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fact, it has been rising less than seasonally, and con- 
version layoffs may hold it in check for the next few 
months. It is worth noting that an increase in aggre- 
gate income arising from an increase in employment 
is a far more potent influence on trade than the same 
dollar increase arising from a rise in wages paid to 
those already employed. Relatively few potential 
purchasers of TV sets and washers have entered the 
discretionary market in recent months, as compared 
with the heavy flow last fall. 

When viewed together with the enormous purchases 
of durable goods during the two scare buying waves, 
this suggests that consumer demand for the rest of 
1951, at least in the hard goods markets, may not 
reach anything like the intensity that would ordi- 
narily be associated with the prospective levels of in- 
come. And this, in turn, raises the question of 
whether consumer interest in soft goods will rise 
enough to restore total retail trade to a normal rela- 
tionship to income. (There seems now to be little 
doubt that adequate supplies of virtually all con- 
sumer soft goods will be available.) A number of 
retail executives have already voiced concern that 
the distorted distribution—as well as the volume— 
of retail trade since Korea may mean a less-than- 
normal total volume of spending for some time in the 
future. For the last half of 1951 the rule-of-thumb 
that the consumer, on average, will voluntarily save 
5% of his disposable income may require upward 
revision. If so, it will be because the production rec- 
ord since Korea—and in fact since the end of World 
War IJ—has brought the consumer to his highest 
standard of living in history. 

While these reflections on the unexpected depth 
of the second-quarter adjustment do not add up to 
a deflationary view of the next six months, they may 
nevertheless call for a reappraisal of the size of infla- 
tionary pressures ahead. It is worth noting that 
over one half of the rise in defense expenditures 
from their $12-billion level in June, 1950, to their pro- 
jected $48 billion-$50 billion level at year-end, has al- 
ready been negotiated. While prices have risen, real 
income has not declined. And there is, at the mo- 
ment, no inflationary gap. In fact, there is no ready 
example of one consumer good in short supply. 
Moreover, the existence of very sizable inventories 
suggests that any considerable gap can still be de- 
layed for some time. 

It is no doubt true that the severest inflationary 
pressure of the partial mobilization still lies ahead. 
But—to use one of Mr. Keyserling’s favorite points— 
production is one cure for inflation. And Year I of 
the mobilization has closed with a heartening demon- 
stration of the nation’s capacity to produce. 


Apert T. SOMMERS 
Division of Business Economics 
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WORKERS AND DEPENDENTS 


“The makeup of a country’s population is an important 
frame of reference for its social insurance programs. When, 
as in the United States, insurance contributions are based 
on current earnings and benefits on past earnings or on de- 
pendence upon an earner, it is useful to know the relative 
number of workers and dependents (as defined for social in- 
surance purposes) in the population as well as the relative 
number who fall into neither group. Such data furnish a 
basis for estimates of the number of persons with potential 
social insurance protection under universal coverage. . 


“The [accompanying] table suggests that, during a period 
of full employment, about 85% of the population would 
have potential social insurance protection against risks 
common to all persons, under a program or programs cov- 
ering all workers in the country and their dependents and 
with relatively low earnings requirements for insured status. 
(In time, a substantial proportion of the remaining 15% 
would consist of beneficiaries whose protection had ma- 
tured s)4 1 ive 


“Between 1940 and 1950 both the number of workers and 
the number of primary dependents increased somewhat more 
rapidly than the population as a whole, while the number 
of persons who were neither workers nor primary dependents 
remained at approximately the same absolute level. As a 
result, the proportion of workers and primary dependents in 
the population rose from 82% to 84%, but the worker- 
dependent ratio showed little change. [In 1940, there were 
111 primary dependents for every 100 workers; in 1950 there 
were 108.] 


“The more rapid increase in the number of primary de- 
pendents was due entirely to the growth in the number of 
dependent children, since the gain in the size of the group 
made up of dependent wives was at a rate below that for 
the total population. 


Workers and Primary Dependents in the Civilian Population 


1940 1950 o 
Increase 
, ~ | 1940 to 
No. (in | % Dis- | No. (in | % Dis- | 1950 
millions)| tribution] millions)| tribution 


Population Groups 


Total civilian population......... 131.7 100 | 150.2 100 14 
Workers and primary dependents.| 108.4 82) | 12627 . 84 17 
Workers! iii nachuritls« saree cies 51.3 39 60.8 40 19 
Primary dependents........... 57.1 43 | 65.9 44 15 
Waves ic4 etait oth nssatesesarele 22.9 beg 25.8 17 11 
Children under 18 years*.....| 34.2 26 40.6 Q7 19 
OUHELSy Faerie weit onete lave aharale ls ca Wece 23.2 18 23.5 16 1 


VUES a ae es eS she teeth shat sean eae BS ee ee ee 
Figures may not add to total because of rounding. Percentages are computed on 
basis of unrounded figures. Population and worker data for 1940 include 0.3 million 
members of the armed forces stationed in the United States. For 1950, they include 
0.5 million persons in the armed forces living off post or with families on post. 
1Persons in the civilian labor force, excluding unpaid family workers 
2Nonworkers, married to and living with workers 
3Nonworkers, living with a working parent 


“These changes reflect, among other things, the shift from 
large-scale unemployment in 1940 to full employment in 
1950, the increased proportion of married women in the 
labor force, and the very substantial rise in the birthrate.” 
Source: Social Security Bulletin, April, 1951. 
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In Thousands 
Source: Bureau of Labor Statistics 


EW HOME BUILDING IN 1951 MAY YET 
N ‘surpass the original government objective of 

800,000 to 850,000 nonfarm starts. This, de- 
spite the sharp curtailment in government-insured 
housing resulting from credit tightening and mortgage 
money shortages. There is even an outside chance 
that more than a million homes will be built this year. 
(High-record construction in 1950 added 1,400,000 
homes.) 

The key to the level of 1951 building is the number 
of starts financed with conventional mortgages or 
with cash. While such building is feeling some of the 
pinch of stiffer credit requirements and tighter money, 
it is not likely to be cut back by these restrictions 
nearly so much as government-backed housing. 

Even if FHA- and VA-insured units decline two 
thirds from record 1950 levels (675,000 units) —an 
extreme drop—conventionally financed home building 
would have to be pared more than 20% to push total 
nonfarm starts under 800,000.1 

And if the cut in government-insured units is held 
to 50%, conventional construction would have to de- 
cline nearly 40% if starts are to go under the 80,000 
figure. Looked at in another way, starts in the first 
five months of 1951 totaled 445,000, or 21% under 
1950. If 1951 housing is to be trimmed to 800,000 
units, starts in the last seven months of the year 
would have to run close to 60% under last year’s 
total for the same months. 

So far, there is little indication of a decline in “con- 
ventional” construction. In fact, between the fourth 
quarter of 1950 and the first quarter of 1951, govern- 
ment-insured private housing starts were down 26% 


*Part II is scheduled to appear next month. 
1Assuming public construction of 40,000 units. 


|. MONEY BUILDS 
HOUSES 


while conventional starts were up 23%.' FHA and 
especially VA home building may fall even further, 
because the rate of applications for mortgages appears 
to be running behind the number of current starts.? 
If the shortage of mortgage money is eased by the 
fall, some upswing in government-backed construction 
may occur. Increased income and savings later in 
the year may also make larger down payments pos- 
sible for those who heretofore have not been able to 
meet Regulation X down-payment requirements. 


THE REGIONAL PICTURE 


As would be expected, the decline already exhibited 
by VA and FHA starts is causing sharper cutbacks in 
densely populated metropolitan areas, where such 
types of building predominate,®? than in the more 
rural sections of the country. 

In the first quarter of 1951, housing starts in fifteen 
major metropolitan areas were down 13% from the 
first quarter of the previous year, while starts in other 
areas fell off only 4%. Much of the difference can be 
traced to the relatively sharp decline (one of 29%) 
in apartment-house construction in metropolitan 
areas. 

Some of the decline in metropolitan area starts can 
be traced to credit tightening even before Korea. 
Almost all the apartment houses financed by FHA- 
insured loans in 1950 (and 90% of all multifamily 
construction is financed in that way) had terms under 
the very liberal section 608 of the National Housing 
Act. Although applications under this section were 
not accepted after March of 1950, the backlog of 
commitments was heavy enough to keep apartment- 
house construction high until late last year. Less lib- 
eral financing terms after that date finally caught up 
with multi-unit construction, paring starts sharply in 
recent months. s 

The placing of apartment-house construction under 
Regulation X in January, 1951, threatens to cut this 


‘Between the first quarter of 1950 and the first quarter of 1951, 
FHA and VA starts were down more than 13%, while conventional 
starts were down less than 7%. 

*Figuring that 20% of dwelling units in FHA applications are 
never put under construction, new housing starts implied by the level 
of applications in the first four months of 1951 were nearly 20% 
under actual starts for the period. 


3Ag many as 75% to 80% of the single-family homes and apartment 
houses in metropolitan areas are financed by government-backed 


mortgages as against no more than 35% to 40% for the less-populated 
sections of the country. 
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type of building even further.! Applications for FHA- 
insured mortgages in February, March and April fell 
perceptibly, foretelling lowered building activity later 
this year. Increased building of cooperative apart- 
ment houses could offset the decline of other multi- 
family unit building to some extent. 

Apart from urban-rural differences in the decline 
in home building, it appears that some sections of the 
country are faring better than others. Building on 
the Pacific Coast, for example, was up between the 
first quarters of 1950 and 1951, compared with a na- 
tionwide decline of 7%. Single-family housing starts 
in the Los Angeles area were up 18% in the first 
quarter, but a sharp decline in multifamily construc- 
tion pared the over-all gain to less than 2%. San 
Francisco started over 5% and Seattle 9% more units 
than in the first three months of 1950. 

Over-all, the Middle Atlantic section appeared to 
be undergoing the largest decline. Starts were down 
21% in the Philadelphia area, 20% in Pittsburgh and 
14% in New York and environs. Housing starts in 
Detroit, Cleveland, and Miami were also down sig- 
nificantly in the first quarter. 


REGULATION X 


There is little indication that these regional differ- 
ences can be traced to a historically larger use of FHA 
and VA financing in particular areas where building 
is down the most. In fact, the use of these types of 
financing is proportionately greater on the busy 
West Coast than elsewhere in the country. Indi- 

1Regulation X went into effect for new one- and two-family dwellings 
in October, 1950. 
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vidual needs of the various cities and regions are ap- 
parently dictating the degrees of this divergence. 

Regulation X is the key factor in the VA cutback. 
Veterans are required to make downpayments on a 
sliding scale, ranging from 5% of the purchase price 
on homes selling for $5,000 or less, to 138% for homes 
selling at $10,000, and 45% for homes selling for 
$24,250 or more. 

Roughly, only 10% of the 200,000 homes built 
under VA auspices in 1950 were financed on down- 
payment terms less liberal than Regulation X. About 
95,000 were bought with no cash down, and another 
50,000 to 60,000 with 5% or less of the purchase price. 
Of the remaining 50,000 homes, one half to two thirds 
apparently failed to meet Regulation X downpay- 
ment requirements. 

This does not mean, of course, that VA starts will 
fall to a rate of 20,000 starts a year when the backlog 
of pre-Regulation X commitments runs out. Most 
of the veterans who last year made lower downpay- 
ments than are now required missed the minimums 
by less than $1,000. More than 70% of the homes 
backed by the VA last year were priced under $10,000, 
which would have meant a downpayment of less than 
$1,300 under Regulation X. Doubtless many veterans 
whose downpayments were under current require- 
ments could have raised the additional cash if neces- 
sary. . 

Of the 327,000 one-to-four family homes started 
under FHA commitments last year, about one fourth 
were financed with downpayments that would have 
been acceptable under Regulation X. Here, as with 
VA starts, a large percentage fell short of the require- 
ments by only a few hundred dollars. The recent level 
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of FHA applications and VA appraisal requests for 
home mortgages indicates a cut in these types of home 
building this year to about half of last year’s 527,000 
units. 

Another 147,000 multidwelling starts were financed 
by the FHA mortgages last year. However, Regula- 
tion X was not imposed on such construction until 
January 12, 1951. This means that all applications 
which were filed before that date will not be con- 
strained by the stiff terms which the regulation sets 
for apartment-house projects. The recent fall in 
applications may not put a damper on apartment- 
house building until well into the second half of this 
year. However, the exhaustion of the backlog of 
Section 608 apartment-house building should trim this 
type of construction significantly in 1951. 

Of the remaining 722,000 dwelling units built in 
1950, 43,000 were publicly financed, and roughly 150,- 
000 bought with cash, leaving somewhat more than 
500,000 conventionally financed mortgages. 

Downpayments on the latter tend to be consider- 
ably higher than on either VA- or FHA-insured loans. 
Fragmentary data indicate perhaps as much as three 
fourths or more of the financing terms on conven- 
tional mortgages would pass Regulation X require- 
ments. Moreover, the income and asset position of 
those who receive conventional loans tends to be such 
that additional cash could be raised to increase the 
downpayment if necessary. Hence it is not likely 
that Regulation X is going to put very much of a 
crimp into home building financed through conven- 
tional channels. 


IT'S HARD TO GET THE MONEY 


It would appear, then, that if Regulation X were 
the sole factor operating to cut back home building 
from its record high of 1950, total starts could well 
exceed 1 million in 1951. But other problems—some 
potentially more ominous than tightening of credit 
terms—threaten the level of housing production. — 

The general shortage of mortgage money is the 
most serious. During 1950, funds for homebuilding 
flowed freely, but in recent weeks the supply has sud- 
denly, and unexpectedly, dried up. Many builders 
have had to cancel or trim plans to build homes be- 
cause of inability to obtain sufficient money to finance 
construction or to obtain mortgages for home buyers. 

The mortgage-money shortage reflects the recent 
turnabout in the money market. Insurance companies 
and other large institutional investors started 1951 
with' heavy mortgage loan commitments for the com- 
pletion of homes then in the building or planning 
stage. These investors had expected to meet many of 
the commitments coming due now and later as they 
had in the last several years—by selling long-term 
government securities. For example, life insurance 
companies during 1950 added well over $2 billion of 


home mortgages to their portfolios while trimming 
down their holdings of governments by nearly that 
much. Banks sold $6 billion of governments last year 
while adding roughly $3 billion in home loans. 

But these operations were impaired when the Fed- 
eral Reserve, in March of this year, discontinued its 
price support of long-term governments at par or 
above. Within several weeks, the price of govern- 
ments dropped about four points, thereby raising the 
average yield from 2.40% per annum to 2.65%. Insur- 
ance companies and other investors then cut their 
sale of these securities to a minimum, for they were 
reluctant to convert the large paper loss to a real loss. 
Some looked for a recovery in bond prices; others 
calculated it was more profitable to hold the govern- 
ments than to sell and put the cash into other invest- 
ments. 

Whatever the reason, the effect was the same. 
Most insurance companies and banks immediately 
shaved their commitment-making operations, espe- 
cially for VA and FHA mortgages, and started to 
pare backlogs. Where possible, the commitments 
coming due are being met from amortization pay- 
ments on outstanding mortgages and by new funds— 
premium payments on insurance, and new savings in 
banks. Still, in many cases, governments are being sold 
to obtain the necessary monies. 

Some large institutional lenders are trying to de- 
crease their existing commitments by canceling them 
on the basis of minor infractions of the contract terms 
by the prospective mortgagors or through other legal 
alternatives. These large investors are not the only 
lenders who have been hit by the decline in the bond 
markets. Mortgage companies, which do a big busi- 
ness in originating FHA- and VA-insured mortgages 
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Decoding the Code 


The FHA—the Federal Housing Administration—is 
a government agency established in 1934 whose im- 
portance in the housing market stems from its insur- 
ance of home mortgages. It doesn’t make loans itself, 
but will insure private lending institutions against 
loss for loans incurred in financing homes built under 
FHA approval. FHA approval requires that construc- 
tion of the home and the financing'of the purchase 
meet certain standards. The terms under which mort- 
gages are insured appear in the sections of the Na- | 
tional Housing Act. Most one-to-four family homes, 
for example, are now insured under section 203 of the 
Act. Almost all the postwar FHA apartment-house 
construction has been insured under section 608. 

The VA—Veterans’ Administration—guarantees 
home loans in much the same way as the FHA. It 
has been doing that since 1944. First mortgages are 
guaranteed up to 60% of the principal, while second 
mortgages get a 100% guarantee if the corresponding 
first mortgage is insured by the FHA. 


and passing them on to insurance companies, have 
stopped operations in many areas. 

Hence, VA-mortgage-financed home building is 
having considerable difficulty in obtaining new loan 
commitments. Even before interest rates rose, the 
4% return on GI Joans had not been overly tempting 
to investors. After the service costs to the-lender on 
VA loans were paid—these costs are not incurred in 
buying governments—the differential in yields between 
the two types of security did not make VA mortgages 
strikingly attractive as an investment portfolio item. 
Now that the differential has been narrowed even 
further, few investors prefer VA loans to governments 
or other long-term investments (whose yields have 
moved up with United States bonds). The result is 
a sharp decline in future commitments to take up GI 
loans and a decline in demand for those already out- 
standing. Recently these investments have been sell- 
ing at a substantial discount in the open market. 

The story on FHA mortgages is much the same. 
New commitments are hard to come by, while these 
mortgages no longer enjoy a premium in the second- 
ary markets. 

The problem has been intensified by the fact that 
most of the large investors in VA and FHA mortgages 
are insurance companies and banks whose mortgage 
‘lending operations have been most affected by the 
decline in bond prices. (See chart.) In 1949, for 
example, 85% of FHA and 76% of VA home loans 
were originated by insurance companies and banks or 
mortgage companies, which conventionally sell almost 
all their mortgage holdings to insurance companies. 

Although there is little doubt whether government- 
insured home-building starts are, and are going to be, 
adversely affected by the money shortage, there is 
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little evidence that conventionally financed home 
building is in for any substantial trouble from this 
source. 

Most conventional mortgage funds come from 
lenders that have not been seriously affected by the 
fall in price of governments. For example, savings and 
loan associations originated 43% of the (dollar value) 
conventional mortgages in 1949. Since only 9% of 
the total assets of such institutions consist of gov- 
érnment obligations, a negligible amount of their 
funds was frozen by the drop in bond prices. As a 
result, their lending operations have not been cur- 
tailed. The other big source of conventional funds has 
been individuals, who in the past have probably not 
been so prone to convert into mortgages any bond 
holdings they may have had. Hence their mortgage- 
lending operations are not likely to be affected by the 
decline in bond prices. 

In addition, there appears little likelihood that the 
third of conventional funds originating in banks and 
insurance companies will be cut off entirely. Interest 
on these mortgages is not fixed as are the VA 4% and 
FHA 414% mortgage bonds. Since March, there has 
been a general rise of about 4% to 42% throughout 
the country, and some lenders on the West Coast are 
now getting 6% and more. Hence private mortgage 
loans have not lost out in attractiveness relative to 
governments and other long-term bonds as have in- 
sured mortgages. 


THE OUTLOOK 


While it would appear that the money shortage will 
cause some curtailment of home building in the next 
few months, the over-all cut for 1951 does not threaten 
to be great. Many of.the housing starts scheduled 
for the next several months will be financed under 
commitments made before the money market tight- 
ened. Further, the type of building for which money 
is most difficult to get (FHA and VA) is also the. 
type most affected by Regulation X. So, if credit 
controls cause a drop in FHA-backed home building 
by 50% while at’ the same time the supply of funds 
for FHA-insured mortgages also falls by 50%, the 
new factor of money tightness would not decrease 
the level of home building. 

Difficulty in getting FHA- and VA-insured loans 
through insurance companies and banks is also being 
overcome to a certain extent. Direct loans are being 
made by the Veterans Administration to those unable 
to get 4% GI loans elsewhere. In addition, the higher 
downpayments required by Regulation X have made 
conventional loans from savings and loan associations 
competitive with FHA-insured mortgage loans in 
some areas. Those unable to float an insured loan at 
43%! at a savings bank can go down the street 
to a savings and loan association and pick up the 

1An FHA loan calls for 444% plus 14% insurance premium. 
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same terms, with perhaps a 14% additional interest. 

In any event, the supply of new mortgage funds is 
likely to ease significantly within a few months. By 
then the backlog of mortgage loan commitments is 
expected to be more in line with the revised concep- 
tion, brought about by the shift in money market 
rates, of home mortgages as investments. New com- 
mitments for FHA and VA loans could again be forth- 
coming, probably at a lower rate than prevailed 
in 1950 but perhaps sufficient to meet all demand in 
a Regulation-X governed market. 

An increased rate of new funds into savings insti- 
tutions is expected to augment supply. The heavy 
mortgage flotations of 1949 and 1950 are increasing 
the flow of amortization payments. Also, the rate 
of new savings flowing into time deposits and into 
savings and loan shares has been stepped up, as have 
premiums going to the life insurance companies. And 
as disposable income continues to grow under the 
impetus of the defense program so liquid savings will 
probably increase. 

The extent to which new funds ease the stringency 
in mortgage money markets will depend to a con- 
siderable degree on what happens to the demand for 
long-term funds from other sources. The high level 
of industrial construction planned for this year has 
already increased corporate bond flotations. And any 
deficit in the next fiscal year would doubtless mean 
new long-term governments in the money markets. 
However, commercial and other “nonessential” con- 
struction is being cut back, thereby freeing large sums 
of mortgage money for other investments. 


OTHER PROBLEMS 


Another problem of builders is the tight supply 
situation in some key building materials. Copper 
tubing for plumbing is hard to come by, as is structural 
steel and aluminum fabricated parts. However, con- 
sidering the reduced level of home building this year, 
lumber and other materials should be adequate. While 
the materials situation is likely to cause some delays 
in housing projects, any general curtailment in home 
building from this source is unlikely. 

In recent months some question has been raised 
about the basic demand for housing. Some real-estate 
men have complained of a slowup in buying of old 
houses that are not subject to Regulation X. Others 
have worried that the decline in sales in some areas 
has been owing to a slackening of demand rather 
than to the credit pinch. 

There has certainly been an easing in the heavy 
backlog in demand for housing that existed after the 
war. The number of married couples in doubled-up 
quarters has declined to a level close to what could be 
considered normal. And heavy building in the last 
several years has built up the number of vacant dwell- 
ing units considerably. But for the short run, it is 


likely that demand would have been sufficient to ac- 
count for well over 1 million new units in the next 
year if Regulation X were not in force. Despite the 
decline in the number of single women of marriag- 
able age (because of the low birth rate in the early 
Thirties), the number of marriages and new families 
continues high. 


The Sum-up 


Under existing terms, it seems that 1951 home 
building most probably will end up with somewhere 
between 800,000 and 1,000,000 starts. If the mort- 
gage money situation clears up sooner than expected, 
the figure may be closer to the 1-million mark. An 
unexpected tightening of the materials situation could 
push the figure the other way. 

Perhaps the largest unknown in the outlook is the 
actions of the government agencies. If the govern- 
ment allows the Federal National Mortgage Associ- 
ation to make commitments and buy insured mort- 
gages in secondary markets under the same conditions 
as existed early in 1950, the money situation could 
be eased somewhat. Similarly, a rise of 42% or so in 
FHA and VA interest rates would certainly increase 
the demand for such investments. But the most 
important effect on the housing market could come 
from a change in Regulation X. An easing of the 
credit rules in certain defense areas has already been 
allowed. While a significant easing of the regulations 
could very easily push up starts considerably, only 
selective tightening could pare an additional 100,000 
starts. 

ALAN GREENSPAN 
Division of Business Economics 


Business Forecasts 


General 


Edwin B. George, economist, Dun and Bradstreet (in an 
address to the National Association of Purchasing Agents, 
June 6)—“Barring upward revisions in its scale, the rate 
of outlays for end products for the defense effort may reach 
its peak in June or July of next year. 


“At this stage the annual rate of aggregate outlays for 
all national security programs—not only direct defense, 
stock piling and atomic energy but civil defense, all foreign 
aid, and economic stabilization and mobilization—should 
run well above $70 billion. This figure, which is almost 
two and one-half times the first quarter, 1951, annual rate, 
reflects allowance for expected price advances over the next 
year or so, as well as for growth in physical supplies. Indus- 
trial construction would reach its high point and final sales 
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of consumer durables and the volume of residential con- 
struction put in place their troughs about the same time. 


“The drain upon major materials would, of course, be 
heaviest at an earlier date. Prospects are that for these 
as a group the greatest pressure will be felt in the forepart 
of 1952. For steel, the peak might come around the turn of 
the year. To free the necessary resources it may well prove 
essential to cut permissible use of CMP materials in the 
fourth quarter of this year to levels below those projected 
for the third quarter. Matching reductions would appear 
to be in order for some noncontrolled materials. The total 
cuts imply rates of end-product output somewhat lower 
than one would infer from many forecasts of final sales vol- 
ume for leading constmer durables, since some reduction 
in distributors’ stocks is in prospect.” 


Sumner H. Slichter, professor, Harvard University (The 
New York Times, June 10)—“The output of the economy 
may be expected to increase by roughly 7% to 9% be- 
tween the first quarter of 1951 and the first quarter of 
1952, or between $21 billion and $28 billion a year. . 
The supply of goods available for civilian consumption at 
best will increase very little and it may drop. . . . [There 
will be] a growing shortage of labor during the coming 
year. The shortage will be much more acute as defense 
production expands. In fact, in another nine months labor 
shortages are likely to be more critical than material short- 
ages. ... The prospects are that wage and salary payments 
will rise by $20 billion to $25 billion a year. About $11 bil- 
lion to $12 billion of this increase will come from the ex- 
pansion of employment and the increase in weekly hours 
of work. About $10 billion or more will come from wage 
increases. . . Reported profits in most industries will 
drop in the next year, partly because wage rates will rise 
more than most prices and partly because many companies 
will be engaged in government contracts that are less profit- 
able than ordinary business. But real profits will hold up 
much better than reported profits. The reason is. that the 
prices of raw materials will probably not advance as much 
as in the last year. . . . During the next year personal 
saving will increase probably by substantial amounts. . . 
The probable movement in prices is the greatest uncer- 
tainty in the whole outlook for the next year. Even though 
savings increase substantially, the upward pressure on prices 
will be strong. The demand for goods will put price con- 
trols to the test.” 


Profits 


Emerson P. Schmidt, director of economic research, 
Chamber of Commerce (in an address to the National Busi- 
ness Conference, June 9) —“In the months ahead, net profits 
are expected to continue to decline to pre-Korea levels or 
_ lower.” 


Electric Power 


J. W. McAfee, president, Union Electric Company of 
Missouri (in an address to the Edison Electric Institute, 
June 7)—“By 1965 we will be producing nearly 750 
billion kilowatt hours, selling nearly 650 billion, with a total 
plant capacity in excess of 195 million kilowatts, handling 
peak loads of 165 to 167 million kilowatts. . . . The in- 
crease in our industrial sales over the coming decade is also 
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based on the bright growth prospects for five major power- 
consuming industries—steel, paper, nonferrous metals, pe- 
troleum and coal products, and the chemical industry. . . . 
While the growth index for American industry is predicted 
to reach 230 by 1965, based on the 1935-1939 average, the 
index for these five industries is expected to top 320... . 
The nation’s generating capability last year was 71,100,000 
kilowatts, providing nearly an 11% margin over the peak 
load. In 1954, generating plants contributing to the public 
supply of electricity will be capable of carrying a load of 
102 million kilowatts. With an expected peak of 86 million 
kilowatts, the margin will be 18.6%.” 


Petroleum and Coal 


Burl S$. Watson, vice-president, Cities Service Company 
(in an address before the National Association of Purchas- 
ing Agents, June 4) —“We must anticipate a total demand 
for petroleum products of 2,714,271,000 barrels for the 
year ending in March, 1952. This is 7,416,000 barrels per 
day.” 

George H. Love, president, Pittsburgh Consolidated Coal 
Company (in an address before the National Association of 
Purchasing Agents, June 4)—“Coal is in oversupply in 
spite of the fact that in 1951 we estimate that the consump- 
tion of bituminous coal, plus exports (which will be sharply 
higher this year than in the past two years) will be 525 
million tons. While this figure of consumption represents 
an increase of about 10% over the comparable figure of 
1949 and 1950 it is 100 million tons under the record year 
1947, . . . If the defense program develops more rapidly 
than we anticipate it is quite possible that consumption 
will climb to 550 million tons.” 


Farm Equipment 


Northern Trust Company (Business Comment, June) — 
“Shipments of farm equipment this year will probably be 
less than at any time during the last three years. How- 
ever, unavailability of machines rather than slackening in 
demand seems to be the determining factor.” 


Television and Electronics 


Robert C. Sprague, president, Sprague Electric Company 
(in an address to the annual convention RTMA, June 7) — 
“While we have recently been suffering from a lull in sales 
of TV sets . . . the future prospects of our industry are 
very bright indeed. However, it is doubtful that we will ex- 
perience as great a year as 1950 in the strictly commercial 
field, until the national emergency subsides and the ‘freeze’ 
is lifted on the construction of television stations. . 

The military program will take up much of the slack. 


“Present indications are that the military electronics pro- 
gram will reach a peak of an annual rate of about $2.5 
billion in the fall of 1952 and thereafter decline to an an- 
nual rate of around $1.5 billion. By the end of 1952, I 
believe, the combined civilian and military production of 
electronic equipment by our industry will be at the rate 
of about $4.5 billion a year. From the standpoint of facili- 
ties and manpower, this will be equivalent to an industry 
production record of about $3.25 billion of civilian electronic 
equipment. 
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“By early 1952 at least the FCC should have lifted the 
freeze on TV stations which has so hampered our com- 
~ mercial expansion. 
“I certainly do not believe that we are any where near 
a point of saturation in television receivers.” 


Cotton 


Bureau of Agricultural Economics (Cotton Situation, 
released June 6)—‘Mill consumption of cotton is expected 
to continue high through the rest of the season. . . . Mill 
consumption for all of the current season (August, 1950- 
July, 1951) probably will amount to about 10,760,000 bales. 
This is higher than any other season except 1941-1942 and 
1942-1943 when the United States consumed more than 11 
million bales. ... . Exports of United States cotton are ex- 
pected to total about 4.2 million bales, including an addi- 
tional export allocation of 200,000 bales announced on April 
30. . . . The carry-over at the end of the current season 
probably will be about 1.9 million bales. Most of this 
probably will be owned by cotton mills.” 


Food 


Bureau of Agricultural Economics (Dairy Situation, re- 
leased June 1)—“With butter production continuing con- 
siderably under that of a year earlier, civilian consumption 
per person will be about equal to the record low of ten 
pounds reached in 1948. Fluid milk consumption will be 
greater than in 1950 and ice cream consumption is turning 
upward after a four-year decline. Consumption of other 
manufactured products will be about the same as in 1950.” 


Consumer Goods 


National Association of Manufacturers (NAM News, 
June 9)—“(1) Production levels of durable consumer goods 
(10% to 15% of the consumer budget) will be slightly 
lower than in 1950, but high compared with any other 
year. Consumers are already well stocked with durable 
goods. 


“(2) The supply of food (25% to 30% of the consumer 
budget) will be plentiful in 1951. This is especially true in 
the foods most important to high standards of living, 
such. as meat, eggs, and vegetables. 

“(3) Clothing (about 10% of the consumer budget) is 
in adequate supply and will be for the foreseeable future. 
Right now clothing stores are having difficulty moving their 
stock. 


“(4) The supply of housing (10% of the consumer 
budget) has increased faster than the population since 
1940, and hence there is no likelihood of a shortage of 
places to live in the near future. 


“(5) The miscellaneous services used by consumers (20% 
to 25% of the consumer budget) do not involve any scarce 
materials, and therefore should be in adequate supply dur- 
ing the next twelve months. 


“These five items comprise over 80% of the total ex- 
penditures of consumers. They leave little ground for fear- 
ing that shortages will extert an uncontrollable pressure 
on the consumer’s cost of living. during the next twelve 
months.” ; 


FREIGHT CARS ON 
THE MOVE 


\ X J HEN THERE are not enough freight cars to 

carry all the produce of the farm to market 

or storage, some of the wheat, fruit, vege- 

tables, etc., spoil on the ground. When lumbermen 

and manufacturers cannot get enough cars to move 

their goods, inventories pile up and operations some- 

times slow down until adequate shipping facilities be- 
come available. 

Not only are shippers subject to losses during 
periods of heavy freight-car shortages, but the rail- 
roads themselves also lose revenue when they are un- 
able to supply all the cars needed to carry their cus- 
tomers’ goods. 

Next month the railroads will be entering their peak 
freight traffic season. From 35% to 40% of the annual 
physical volume of crop marketings occurs in August 
through October. In all, about 15% more carloadings 
of freight are moved in those three months than are 
averaged in the other three quarters. 

This movement was impeded last season by sub- 
stantial freight-car shortages. In some weeks, they 
averaged nearly 40,000 cars a day, close to the peaks 
of 1947 which were the highest since 1922. A short- 
age of 11,000 cars in June, 1950, developed into 21,000 
too few cars on a daily average in July; and in August 
the figure reached 38,000. The shortage remained 
high—but not that high—for the remainder of the 
year and the first three and a half months of 1951. 


HOW SHORTAGES ROSE 


A major reason for the severe deficiencies in the 
opening months of this year, a period that is gener- 
ally a seasonal low in freight movement, was the 
switchmen’s strike in January and part of February. 
This not only tied up cars for these two months, but 
resulted in backlogs of shipments and dislocations 
which were not completely rectified until the middle 
of April. With this bottleneck out of the way, there 
was considerable improvement in the freight-car situ- 
ation in following months. Shortages in May dropped 
to a daily average of 10,000 cars, and continued at 
approximately that level during June. 

Freight-car shortages, of at least that magnitude 
and in some months considerably higher, have oc- 
curred frequently since the end of World War II. With | 


’The seasonal pattern of freight traffic as measured by carloadings 
and ton-miles roughly runs as follows: The first four months of the 
year (January-April) marks the seasonal trough, an upturn occurs 
in May-July, the peak is reached in August-October, and then a | 
downturn appears in November-December. 
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business activity continuing at a high level after the 
war, demand for railroad shipping space remained high. 
Freight-car shortages, beginning to appear toward 
the war’s end, grew more severe in the postwar period. 
In the past five years they have cropped up in most 
sections of the country, causing much concern to 
many farmers, lumbermen, manufacturers, and other 
groups using railway transport. | 

During the peak load periods of 1946 through 1950 
(excluding 1949)! daily average shortages ranged 
from 20,000 cars in 1948 to 40,000 cars in 1946, 1947 
and 1950. There had been a sizable reduction in the 
freight-car fleet during the Thirties when replace- 
ments of cars lagged far behind retirements. Of 
the 1-million freight cars scrapped during that decade, 
only about one third were replaced. So the railroads 
came through the depression with about 625,000 cars 
fewer than they owned in 1929. 


1Such shortages of freight cars as did occur in 1949 were for the 
most part of little consequence. It will be remembered that the 
economy underwent a recession in 1949. While agricultural produc- 
tion remained at 1948’s peak level, industrial production dropped 
10% from the preceding year. Some months were as much as 15% 
below the comparable months in 1948. As a result, demand for ship- 
ping facilities also ebbed. Carloadings and ton-miles of Class I rail- 
roads were more than 15% below 1948. Competitive losses to other 
modes of transportation, especially trucking, account for part of 
the drop in the volume of railroad freight business. 


Backlog Is Heavy for Freight Cars 
200 


150 


_ BACKLOG 
(END OF MONTH) 


100 


50 


Thousands of cars : 
Source: American Railway Car Institute 


JULY, 1951 


259 


During the war, cars received extra heavy wear. 
Shortages of steel and other critical materials also 
hampered the railroads from obtaining as many cars 
as they needed. By 1945, one third of the freight 
cars on Class I roads were over 25 years of age as 
against less than one fourth in 1940. 


In the postwar years, shortages of steel persisted, 
impeding large-scale expansion of freight-car output. 

There were also longer. delays in loading and unload- 
ing as industry returned to a five-day week. Loadings 
and unloadings on Saturdays were very considerably 
reduced. “In World War II, with a six-day operation 
in industry, the railroads were able to get such serv- 
ice out of their freight-car fleet as alone meant the 
equivalent of 175,000 additional cars.’ 

- Fewer than 5,000 cars a month were turned out in 
1945 and 1946. Then, in early 1947, the steel com- 
panies cooperated to put into effect a program to 
make enough steel available for freight-car builders 
in order to raise production to 7,000 cars a month. The 
number of cars built rose from 3,000 a month in the 
first half of 1947 to close to 8,000 monthly in the latter 
half of the year. However, production was still not 
large enough to make any substantial additions to the 
number of freight cars. Output still lagged behind re- 
tirements. 533 

In the beginning of 1948 the government instituted 
a program to provide enough steel for 10,000 cars a 
month. As a result, 113,000 cars were built in 1948, 
a monthly average of 9,400. The freight-car industry 
had not built so many cars in any one year since 1924. 
Also, for the first time in four years, more cars were 
built than scrapped. By the end of 1948 there were 


1W. T. Faricy, President, Association of American Railroads, in a 
letter to Hon. Lindley Beckworth, Congressman from Texas, dated 
August 16, 1950. 
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Installations minus retirements . . . 
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25,000 more cars on Class I railroads than at the 
year’s start. 

Had 1948’s level of freight-car building continued 
to the present time the severe shortages in the latter 
part of last year? would probably have been avoided. 
However, freight-car orders began to slide in the be- 
ginning of 1949, along with the leveling off in business 
activity, and by the year’s end production was cut 
sharply. Freight-car output in the final quarter of 
1949 fell to about 4,000 cars a month compared with 
10,000 cars a month during the first quarter. The back- 
log of orders subsequently shrank from 100,000 cars at 
the beginning of the year to 12,000 at the year’s close. 

As industrial activity began to turn up at the 
beginning of last year so did orders for freight cars, 
and backlogs began to pile up again. After the 
Korean outbreak, when it became evident that heavier 
demands would be made on the railroads, orders for 
new freight cars shot up sharply. Orders have con- 
tinued in heavy volume. As of June 1, 1951, the 
backlog of orders stood at 150,000 cars. They went as 
high as 159,000 in April of this year, the greatest in 
history, and 20% above the previous peak of 135,000 
in May, 1948. 

The total number of freight cars put into service 


1This probably would not have substantially mitigated the short- 
ages during the first quarter of this year that were largely attributable 
to the switchmen’s strike. 


during the second half of 1949 totaled 30,000, while 
those retired amounted to 50,000. Hence, the rail- 
roads entered 1950 with some 20,000 fewer cars than 
they had on July 1, 1949. Freight-car retirements 
continued to exceed installations during the second 
half of 1950, and at the year’s end there were 1,718,000 
cars compared with 1,755,000 on July 1, 1949. With 
installations outnumbering retirements in the first 
half of this year, Class I railroads now have 1,730,000 
cars. 


Types Most Affected by Shortages 


Boxcars have been the type most in need of expan- 
sion. These cars are used to transport grain, groceries, 
furniture, household appliances, automobiles, clothing, 
as well as other merchandise. In the past few years, 
more than half the daily average shortage was at- 
tributable to a deficient supply of boxcars. 

While freight-car shortages in recent years have 
been fairly widespread, hindering the distribution of 
all types of goods to a greater or lesser extent, they 
have generally been most pronounced west of the 
Mississippi. Shortages of cars for hauling grain at 
harvest time have been occurring rather regularly for 
the past five or six years. Additional demand for 
boxcars has been caused by the movement of mili- 
tary equipment in connection with the Korean war, 
especially by the lines running to the West Coast. 

Gondola cars—open-top cars used primarily for 
hauling coal, ore, and gravel—have also been heavy 
contributors to the shortage figures. These cars have 
accounted for about 15% of the total car shortage in 
recent years. From the middle of 1950 through the 
first two months of this year, hoppers: were also 
critically short. In recent months, however, the 
situation has eased. Shortages of tank cars, flatcars 
and stock cars have in general been less acute than 
for the other three types. 


Steps Taken To Ease Car Shortages 


In view of the need for additional freight cars to 
move both military and civilian goods and the accu- 
mulation of huge backlogs of car orders, the National 
Production Authority in October of last year issued 
an order, effective January 1, channeling enough steel 
to builders to raise monthly output to 10,000 cars. 

Since it takes sixty to ninety days to build cars 
after the steel reaches the builders, the 10,000 monthly 
goal was not expected to be achieved until April. 
However, many builders were not getting enough bal- 
anced steels to push up output as much as they 
planned until May. Since various types of steel that 
go into the manufacture of freight cars are obtained 
from several suppliers, deficient deliveries of any type 
can hold up car production. 

1Carry same kinds of materials as gondolas. 
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In April, 8,274 cars were made and 9,774 in May. 
The 10,000 goal probably would have been reached in 
the latter month had there not been strikes in two 
plants. While the final figure is not yet available, it 
- estimated that at least 10,000 cars were built in 

une. 


NPA recently cut steel allocations to freight-car 
builders by 23% beginning July 1, pushing back out- 
put goals to about 7,600 cars a month. However, this 
should not affect production until the fourth quarter. 
On the basis of steel shipments in the second quarter, 
monthly freight-car output for July through Septem- 
ber should be in the neighborhood of 10,000 cars. 

In light of volume of freight-car production in the 
first half of this year and the quantity of steel allo- 
cated for the rest of the year, 1951 should average 
about 8,000 cars a month.) This would more than 
double last year’s output of 3,666 a month. If retire- 
ments are kept down to 5,000 cars monthly—the level 
of the first five months of this year—the freight-car 
fleet will have expanded by some 35,000 cars in the 
course of the year. 

Another step undertaken by the railroads to im- 
prove the car situation has been more intensive repair 
work on cars not in working order. For example, in 


1Providing no further snags develop in the procurement of steel 
Last month the NPA discontinued the steel set-aside program for car 
building. So car builders’ orders for July delivery received no prefer- 
ence over other DO orders, most of which had been placed in May. 
Therefore, orders are being filled in order of receipt. When freight-car 
manufacturers sent in their orders for steel in the beginning of June 
for July delivery, they were able to get only half the quantity of 
steel allotted to them for July since other defense contractors had 
placed heavy orders in advance of the car builders. The impact of 
the cutback in July steel deliveries is expected to be reflected in a 
dip in freight-car output early in the fourth quarter. NPA is ex- 
pected to assist the car builders in getting more steel in August and 
September. If this does happen, monthly freight-car production for 
the final quarter of 1951 may be about 7,000 cars. 


Railroads Handle Less Intercity Traffic Than 
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January, 1950, there were 141,000 cars undergoing or 
awaiting repairs, 8.4% of total ownership. By the 
beginning of May of this year, bad-order cars had 
dropped to 85,000, or 5.0% of total cars owned. This 
means there are 56,000 additional cars in running 
order.! The greatest reduction in bad-order cars oc- 
curred in the ranks of the boxcars, gondolas, and hop- 
pers, the categories where shortages have been most 
pronounced. From May 1, 1950, to May 1, 1951, 
bad-order boxcars fell from 6.2% of total boxears 
owned by Class I railroads to 3.6%; gondolas dropped 
from 9.4% to 5.8%, and hoppers from 8.9% to 6.5%. 

In 1943—one of the peak war years when traffic was 
heavy and maximum utilization of existing equip- 
ment was necessary—bad-order cars averaged 2.7% 
of total ownership. If the percentage of bad-order cars 
is brought down to 3.5% or 4.0% in the immediate 
months ahead, about 20,000 additional cars could be 
put to use from the ranks of the unserviceable. 

It is therefore quite possible that the close of 1951 
may see as many as 55,000 more serviceable cars than 
at the start of the year. Even by September, the rail- 
roads may have expanded their serviceable freight- 
car fleet by 35,000 from the beginning of the year. 
However, if the rate of car retirement should be in- 
creased in the next few months and repair work let 
down, the number of additional cars in active use 
would be much lower—say 15,000 or 20,000. 

At the same time, demand for freight-car service 
should be sizably heavier—with industrial production 
expected to be from 5% to 8% greater than last year 
and farm marketings at least as large. So even if the 
roads have 35,000 more cars in operation than they 
had last fall, shortages can still be expected—even 
though probably less severe than last year. 


SuirLEY S. HorrMan 


Division of Business Economics 


_ 1A decrease in the number of bad-order cars represents an equiva- 
lent increase of cars in active service. In periods of heavy stress, 
like the present, it generally also means that cars which would be 
taken out of service for repair work when the railroads are under less 
strain are now kept in operation. 
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Fiscal Policy in a Defense Economy—One of the points 
made by the author, a member of the Council of Economic 
Advisers, is that “if taxation is to perform successfully its 
anti-inflationary function, tax increases must not give rise 
to compensatory increases in the incomes of those on whom 
the tax is intended to rest. . . . If any major economic 
group is able to escape the burden of the tax by securing a 
larger income, the intended burden distribution will be 
frustrated and the tax will not achieve its anti-inflationary 
goal, since it will not reduce spending.” By Roy Blough, 
“National Tax Journal,” December, 1950. 


HE DEFENSE PROGRAM, SUPERIMPOSED 
upon high output in civilian industries, has cre- 
ated a tightening of the labor supply throughout the 
country. Few areas have actually felt a general man- 
power pinch yet, but serious shortages have developed 
for specific professional and skilled occupations. 
And this is only the beginning. Defense produc- 
tion has just gotten under way and still accounts for 
a relatively small proportion of total employment. It 
may be expected to make increasing inroads into our 
labor supply over the next couple of years. 


EMPLOYMENT UP 


Total civilian employment as reported by the Bu- 
reau of the Census topped 61 million persons in May, 
1951, about 144 million more than the same month 
last year. Farm workers numbered half a million be- 
low the level of a year ago, but there was a gain of 
2 million nonfarm workers. 

While all segments of industry shared in this ad- 
vance in nonagricultural employment, work related 
to defense showed a somewhat more than propor- 
tionate increase, according to Bureau of Labor Sta- 
tistics data. (See page 264.) The metalworking indus- 
tries, for example, have added about 1 million workers 
since Korea. And the number of civilian employees 
in federal defense agencies has jumped 400,000. 

The employment growth since Korea in the 
defense components of our economy, however, is 
less than half the increase 
which occurred during the 
year following Pearl Har- 
bor. But in the earlier 
period nondefense pursuits 
barely managed to hold 
their own, while in the past 
year they have advanced. 


As we are now in a 
period of partial as com- 
pared with total mobiliza- 
tion, it is not expected that 
internal shifts in our work 
force will match World 
War II patterns. Defense 
output currently is aimed 
at a target of 20% of gross 
national product instead of 
the peak World War II 
requirement of 45%. 


On the basis of this pro- 
duction target and antici- 
pated military require- 
ments, the Bureau of La- 
bor Statistics has estimat- 
ed that total manpower 
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Job Seekers Today... 


THE CHANGING 


12.0 million in late 1952, 7.2 million more than were 
engaged in such activities at the end of 1950. How 
and where we will get this additional defense man- 
power is charted on page 265. The armed forces 
goal of 3.5 million men (included in the BLS estimate) 
was scheduled to be reached by the end of June, 1951. 
Substantial progress toward this goal had been made 
during the first four months of the year. 


UNEMPLOYMENT DOWN 


Unemployment numbered 1.6 million in May, 1951, 
the smallest total since the end of World War Il. It 
fell to almost a million below the figure at the begin- 
ning of the year. Although a reduction in unemploy- 
ment normally accompanies the spring upturn in con- 
struction, trade and other seasonal activities, the Bu- 
reau of the Census points out that the drop this year 
reflected, even more, the sustained demand for labor 
in nonseasonal industries. The January-May drop was, 
in fact, about two to three times the expected seasonal 
change. 

Every state in the union has shared in the improved 


State insured unemployment for week ended May 5, 1951, as a percentage of average monthly covered employment for twelve 
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LABOR PICTURE 


job situation. During the week ended May 5, 1951, 
insured unemployment for the whole United States 
represented 3.0% of average covered employment as 
compared with 5.7% during the equivalent week in 
1950.1 In no state on the earlier date was the labor 
supply so tight that unemployment came to less than 
2% of covered employment, but in May, 1951, it was 
this tight in eighteen states. (See maps.) On the 
other hand, of the eighteen states in which insured 
unemployment reached 6% or more. of covered em- 
ployment in May, 1950, only three states remained 
in May, 1951—Maine, New Hampshire, and Rhode 
Island. 


These states were and still are the ones with the 
highest labor supply ratio—but the charts obscure 
better business conditions there too. The insured un- 
employment ratio has declined significantly in all 


1Insured unemployment for the week ended May 5, 1951, is shown 
as a per cent of covered workers during an average month in the 
twelve-month period ended September 30, 1950; for the week ended 
May 6, 1950, it is measured against average monthly covered em- 
ployment in the calendar year 1949. 
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three states: 13.5% to 7.3% in Maine, 13.1% to 8.0% 
in New Hampshire, and 15.4% to 7.6% in Rhode 
Island. 


By Major Areas 


The most recent data available for the major labor 
market areas refer to March, 1951. Not quite 80% 
of the 151 areas surveyed then received an “A” or 
“B” classification (tight or balanced labor supply or 
slight labor surplus). This contrasts sharply with the 
labor market situation of a year before when nearly 
80% of 139 areas surveyed were designated “C”, “D” 
or “E” (moderate to very substantial labor surplus) . 
Only five areas surveyed both m March, 1950, and 
March, 1951, failed to experience substantial reduc- 
tions in unemployment over the period. And just one 
of these five actually added to its unemployed group. 
This was Flint, Michigan, where material shortages 
caused layoffs in automobile plants, 


KEY JOBS HARD TO FILL 


Not only materials cutbacks but lack of orders has 
necessitated widespread layoffs elsewhere in recent 
months. But most of these have lasted only a short 
time and involved relatively few workers. Thus to 
date there has been no significant amount of conver- 


sion unemployment. 


While few areas have reached a stage of critical 
manpower shortage, lack of trained personnel in par- 
ticular skills and occupa- 
tions has plagued factory 
expansion since the initi- 
ation of the defense pro- 
gram. And there is evi- 
dence of a growing unfilled 
demand for various types 
of professional, managerial, 
skilled, semiskilled, and 
even clerical labor. 


State employment agen- 
cies had 60,000 job re- 
quests that they were hav- 
ing trouble filling in May, 
1951, more than a sixfold 
rise over the previous May. 
Openings in clearance, as 
these are called, have been 
increasing at the rate of 
5,800 a month since the 
beginning of the year. 

The largest needs report- 
ed in the professional and 
managerial category were 
for draftsmen, and me- 
chanical and electrical en- 
gineers. In forty-five states, 
local employment offices 
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Source: Bureau of Labor Statistics 


had unsuccessfully searched their own and adjoining 
areas for about 2,400 draftsmen, Maryland, California, 
and Illinois accounting for the heaviest demand. There 
were openings in forty-four states (chiefly California, 
Washington, and Texas) for 1,675 mechanical engi- 
neers, and in forty-one states (led by Kansas) for 
1,955 electrical engineers. 

In the skilled category, nearly all states reported 
hard-to-fill openings for machinists, with the largest 
clearance needs evident in California and the District 
of Columbia. Both skilled and semiskilled machine- 
shop workers were also widely in demand, openings in 
clearance for them numbering 3,805. And requests by 
thirty-seven states for 7,600 typists and stenographers 
were reported in the clerical field. 

Unfortunately, many of the shortages listed are for 
the types of employees needed to translate defense 
contracts into volume production and mass hiring of 
workers. Shortages in these key occupations are ex- 
pected to grow for some time to come. Nevertheless, 
those who should know “do not believe we will be 
faced on a nationwide scale with crisis manpower 
problems this year of the kind experienced in World 
War II.”1—M. C. 


1Address by Robert C. Goodwin, Executive Director, Defense 
Manpower Administration, Chicago, Illinois, April 26, 1951. 


How Civilian Nonagricultural Employees Have Been Distributed 
Among Industries on Key Dates 


Total Mining, Con- - 
ey : Def Oth EP P de, Fi Def Oth 
Date Significance of Date ets eet Minutscturing! Manufactures telat oa Gertica. Government? Coven 
In Millions of Employees 
L989 AL ee Monee res Prewar 30.3 4.2 5.9 4.9 11.3 9.2 3.8 
December, 1941......... Pearl Harbor 38.1 7.0 6.8 6.1 13.3 0.7 4.2 
December, 1942......... Year after Pearl 41.9 9.7 6.7 6.4 13.0 1.8 4.3 
Harbor 
December, 1943......... World War II 42.6 ill il 6.6 5.7 13.0 2.0 4.2 
peak 
VO 4B eee eer are ret sfave sestoaoae Between wars 44.2 7.9 7.4 V3 16.0 O77) 4.9 
JA prilyel O50 peree rit eats One year ago 42.9 haa Woll 6.9 15.9 0.7 5.3 
Dunes L950 Saye oe Start of Korean 43.9 eo 7.2 7.4 16.1 0.7 5.2 
war 
Aprile 95ers aera Latest month 45.9 8.5 7.4 Heo 16.3 Veal 5.2 
available “ 
SS a A a ee 
Per Cent of Nonagricultura] Employment . 
eee 
OS O ect ere: ere ee CRONE am veer 100.0 13.9 19.4 Gee 37.4 0.6 12.6 
December 1941.60... alt Oe. 100.0 18.5 17.8 15.9 35.0 1.8 11.0 
December, 1942.........] ws ee 100.0 23.1 16.1 15.3 31.1 4.2 10.2 
December, 1943.........,  ..... 100.0 26.1 15.4 13.4 30.5 4.7 9.8 
Sit ce a ee aa Sa 100.0 17.8 16.8 16.5 36.2 1:7 11.0 
April SE950 mtn ect tye Ie ae cheaters 100.0 16.6 16.4 16.2 37.1 eS 12.2 
June, LOSO RR eee ioe fel | Utioecs 100.0 17.0 16.4 16.8 36.6 aes Ly 
April losis. pcre soc ln ea eee 100.0 18.5 16.1 16.3 35.4 2.3 11.4 


1Includes products of petroleum and coal, rubber products, and chemicals and 
allied products, as well as the metalworking industries (7.e. ordnance; primary and 
fabricated metals; machinery (including electrical); transportation equipment; 
instruments; and miscellaneous manufacturing). 


Source: Bureau of Labor Statistics 


*Civilian employees in the National Military Establishment: 
3All other federal, state and local government employees, 
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HOW 7.2 MILLION WORKERS CAN BE ADDED TO DEFENSE 


Millions of Workers FREDUCTION IN UNEMPLOYMENT 


BLS expects the total labor force to grow from 65.2 
million late in 1950 to 67.5 million a year later and to 
68.4 million by the last quarter of 1952. Defense em- 
ployment, including the armed forces (A. F.), is expected 
to move up from 4.8 million to 9.7 million to 12.0 mil- 
lion, with increases of 102.1% and 23.7% as against 


3.5°%% and 1.3% for the total labor force. 
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li ; ; NORMAL GROWTH 
million from a reduction in unemployment. Such a IN LABOR FORCE 
change would produce "full employment.'' Nothing more 1.8 
could be had from this source in the second year. The 
rest is to be accounted for by a 2.0-million reduction 


in nondefense employment in the first year and another 
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Consumers’ Price Index vs. Hourly Earnings 
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compiled by Tur ConrerENcE Boarp rose 

slightly in April. The figure of 174.3 (January, 
1939=100) compares with 174.0 (revised) for March 
and 160.0 for April, 1950. Notwithstanding the small 
increase, there has been a definite leveling off after the 
sharp increases in January and February of this year. 
Furthermore, the general softening in wholesale com- 
modity prices presages some further respite for con- 
sumers. Of course, wage increases surpassing the old 
10% ceiling established by the first. Wage Stabilization 
Board are now being approved by the reconstituted 
body. Over the longer term, then, resumption of the 
upward movement is a safe bet, barring, of course, 
a general settlement of international issues in the im- 
mediate future. 

Underlying the leveling off in consumers’ prices has 
been the decline in the heavily weighted food group. 
Standing some 129% over the prewar base, food prices 
have, nonetheless, recorded a noticeable decline since 
February. The weakening has been sufficient to more 
than offset uninterrupted advances in some of the 
other components, such as housing, women’s clothing, 
housefurnishings, and the important sundries group. 
This last covers such things as personal care, trans- 
portation, cleaning materials, etc. 

The consumer’s dollar is now worth slightly over 
57 cents (January, 1939=100 cents). A year ago it 
was worth over 62 cents. But, as revealed in the 
accompanying chart, the wage-earner group at least 


M THE INDEX OF WORKERS’ LIVING COSTS 


PRICES ON A 
PLATEAU 


has enough additional dollars to spend to more than 
offset the decline in the dollar’s buying power since 
January, 1950, the commonly accepted benchmark 
for pre-Korea comparisons. 

Weekly pay checks of production workers in fac- 
tories averaged $64.22 at mid-April. This was just a 
few cents below the previous month but more than 
$7 a week above the year-earlier figure. The slight 
drop can be attributed to a shorter work week, since 
average hourly earnings in April were somewhat above 
the March figure. The breakdown between durable 
and nondurable manufactures shows substantially 
higher hourly earnings, on the average, for the former 
group. 

The work weeks are not too much different, with 
durable goods industries holding a slight edge. The 
substantial difference in weekly earnings ($68.89 for 
durable against $58.01 for nondurable goods) can, 
therefore, be attributed to the higher wage rates pre- 
vailing in the durable lines. 

Compared with 1950, factory workers are still faring 
well. April to April they show a gain of just 
under 13% with both durable and nondurable cate- 
gories up in approximately the same proportion. 

As to specific industries, the machinery and 
machine tools and paper and allied products headed 
the list with an average work week in the middle 
of April of 43144 hours. Ordnance and accessories, 
instruments and related products were close be- 
hind. Apparently, defense plants are gaining extra 
production by adding shifts rather than working 
six and seven days. Whether extensive overtime 
can be avoided with the acceleration of the defense 
program is questionable, however, since unemploy- 
ment reserves are practically nonexistent and pros- 
pects for luring women from the household are not 
quite so rosy as in World War II. 


MAY EMPLOYMENT UP BY ONE MILLION 


Employment of civilians expanded by more than a 
million from April to May. The bulk of the gain was 
made up of agricultural workers although there was. 
also a substantial gain in nonagricultural employment. 
The May figures reflect an employment gain of well 
over 2 million since the midwinter low. 

Little change occurred in unemployment. There 
were about 1.6 million in the jobless pool in May com- 
pared with 1.7 million in April and 3.1 million in May, 
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1950. The reduction in unemployment of around a 
million since January is well above the normal sea- 
sonal decline and may be attributed to the defense 
production program. The ratio of unemployed to the 
total civilian labor force is around 2.6% against 4.9% 
in May, 1950. 

Despite induction of thousands of young men into 
the Armed Services, the labor force was slightly larger 
in May than on the corresponding 1950 date. The 
slack has been taken up by the women. There were 
800,000 more women in the labor force this May than 
a year earlier. This substantial increase is well above 
what might be expected through normal population 
growth. 


Manufacturing Payrolls 


The impact of materials shortages and heavy inven- 
tories in the hands of distributors and retailers is be- 
ginning to take its toll. Employment even in the 
durable goods lines dropped off in April from month- 
earlier heights. Substantial declines in apparel and 
transportation lines contributed heavily to this de- 
crease of some 142,000 workers in manufacturing em- 
ployment. Despite this drop, there were still 1.5 
million more production workers in April of this year 
than in the corresponding month last year, with the 
durable goods group accounting for practically all of 
the year-to-year rise. 

Since the Korean war began last June, there has 
been a net increase of just under a million workers, 
with more than a quarter of this expansion occurring 
in the machinery industries. Heavy orders of ma- 
chine tools and other industrial equipment for plant 
expansion accounted for this growth. All the so- 
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called war industries including aircraft and electronic 
equipment plants, were affected, as well as industries 
making machine tools, machinery, and other equip- 
ment for plant expansion. 

Regulation X has come far from really slowing down 
housebuilding. Nonetheless, the April statistics re- 
veal that increases in industrial, military and other 
public construction are taking up some slack in pri- 
vate home construction. 


Factory Labor Turnover Higher 


The unsettling effect of materials shortages is be- 
ginning to show in the statistics on labor turnover. 
The lag in the official figures makes an up-to-the- 
minute picture impossible, but April data reveal a 
jump in separation rates at the same time that ac- 
cession rates remained high. At 4.5 per 100 employees 
in selected manufacturing groups, the separations 
rate was up from 4.1 in March and 2.8 in April, 1950. 
Quits of 2.7 per 100 in April were double the year- 
earlier figure but still well below World War II. This 
rise probably reflects the voluntary shift of workers 
from plants facing cutbacks because of raw materials 
shortages to defense jobs. 

The rate at which workers were added to factory 
payrolls in April was also 4.5 per 100 employees. This 
was slightly below the March rate but well above the 
corresponding 1950 figure. Aside from sharp seasonal 
increases in some lines, such as lumber and tobacco, 
there was a particularly high accession rate in trans- 
portation equipment and metal products. Defense 
orders have been concentrated in these lines. 


Paut W. Dickson 
Statistical Division 


Consumers’ Price Index for Fifty-four Cities, and Purchasing Value of the Dollar 
Index Numbers, January, 1939=100 


Clothing 


Fuel? 


. Hi - Purchasi 
Date Prsban ed Food Housing! ices Sundries Value, of 
All Items Total Men’s Women’s Total Electricity Gas mgs 6 aE 
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Percentage Changes 


March, 1951 to April, 1951... +0.2] -0.1 | +1.2| +0.3 


April, 1950 to April, 1951. . +8.9 +13.8 +3.5 
Rents surveyed quarterly for individual cities, 


Includes electricity and gas. 
based on food prices for April 13, 1950. 


JULY, 1951 


+0. 
+8.8 | +10.4 
bBased on food prices for July 13, 1950. 


cBased on food prices for September 14, 1950. 
dBased on food prices for October 16, 1950. 
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LOOK BEFORE YOU SIGN 


headaches is before a defense contract is signed, 
say executives of over a hundred manufactur- 
ing companies answering this month’s survey of busi- 
ness opinion. A careful review of contract provisions 
and a clarification of allowable costs can help avoid 
costly and time-consuming negotiations later on. 
But despite a dislike of some contract clauses and 
annoyance with government auditing procedures, co- 
operating companies report little hesitancy in accept- 
ing government contracts. There is some uneasiness 
over the 1951 Renegotiation Act and the manner in 
which it will be administered. Industrialists agree, 
however, that they won’t be able to tell how they will 
fare on defense business until the new board begins 
to issue regulations and interpretations. 


She BEST TIME to eliminate renegotiation 


EXPERIENCE WITH DEFENSE CONTRACTING 


Pricmg and contract clauses have neither pre- 
vented nor delayed acceptance of defense contracts 
by seven out of ten of the companies seeking them. 
The remaining companies reported delays and, in 
some cases, refusals to accept certain contract provi- 
sions. 

Pricing methods and allowable costs were the 
reasons most frequently given by the twenty-odd 
companies noting difficulties in their defense contract 
negotiations. 

“Most objectionable,” to a machine-tool executive, 
was the “elimination of certain costs by audit and 
arbitration which are a regular part of our costs of 
operations.” And a producer of specialized industrial 
machinery reports he has been unable to get accept- 
ance of “a fair clause under which principles of cost 
and auditing could be determined in advance of sign- 
ing the contract.” 


Escalator Clause Wanted 


Many companies also reported they have recently 
refused to give firm bids or to sign contracts unless 
an escalator clause were included to cover increased 
labor and materials costs. The “one-way” price re- 
determination clause was felt unfair by several co- 
operators because it “allows only downward revisions 
and makes no provisions for increased costs in a con- 
tract which may run for months or years.” 

Several of these cooperators told the Board they 
had difficulty getting an escalator clause inserted in 


their contracts. But an electrical equipment manu- 
facturer stated that contracting officers added the 
escalator “whenever its absence was called to their 
attention.” 

Another complaint, from a railroad equipment 
executive, was that “in our business, pricing and 
contract clause problems come up a long time after 
we receive a letter of intent. The ‘going-in’ prices 
forced on some companies show a very fanatical and 
unreasoning attitude on the part of some government 
officials.” 

These auditing-pricing difficulties were further sub- 
stantiated by a building materials executive who noted 
“some efforts by government contracting personnel to 
compel conformity with their beliefs on pricing 
methods, regardless of trade practices.” 

Other companies reported minor delays owing to 
governmental processing of contracts and reviews 
of cost analyses. A textile executive notes that 
“more time and effort goes into government contracts 
than is the case with our usual business.” 

However, most cooperators having recent contract- 
ing experience feel as does the industrial-machinery 
vice-president who found “contracting officials sym- 
pathetic in considering any well-founded objection we 
brought to their attention.” As a result, pricing and 
contract clauses generally haven’t prevented accept- 
ance of defense contracts, even though some com- 
panies “haven’t been too happy about some of them.” 


POSTWAR RENEGOTIATION 


As a study by the Board a year ago brought out 
(Studies in Business Policy, No. 44, “Renegotiation 
in Peace and War’), industry is “not enthusiastic 
about renegotiation,” especially during peacetime. 
However, most cooperating executives seem to agree 
with the steel producer who said he was “eminently 
satisfied as to the fairness of negotiations in so far 
as government negotiators were bound by their regu- 
lations.” 

Only a few executives reported having experience 
under the 1948 act and the majority of these en- 
countered “no unusual difficulties.” 

Two cooperators said they had definitely unsatis- 
factory experience in price redetermination under the. 
act. Both complained of the “burdensome” details 
and forms required for settlement as much as they | 
did about the amount finally agreed upon. 
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One of them, a producer of electrical equipment, 
complained of the staff time used by the Army Audit 
Agency in compiling required records and also about 
a required change in his accounting procedure. “Most 
important,” according to this executive, “they would 
not give us a copy of their audit report” upon which 
the settlement amount was based. 

The second complaint was from a metal producer 
who called his particular redetermination experience 
an “after-the-fact review requiring late audits and 
causing reopening of income-tax reports.” He also 
thought there was a tendency to recognize as costs 
“something less than those based upon the con- 
tractor’s own sound accounting procedures and poli- 
cies and to apply, instead, the thinking of a cost-plus- 
fixed-fee contract.” 

Other cooperating manufacturers reported similar 
difficulties with the post-World War II act. A glass 
producer calculated that he had sent in more reports 
and schedules for 1949 renegotiation, when defense 
sales were one half of one per cent of his total, than 
he filed all durmg the war when renegotiable sales 
were a “considerable part of total business.” And an 
industrial-machinery executive vice-president just en- 
tering redetermination discussions “anticipates a great 
deal of difficulty in agreeing on allowable costs.” 

Replies from many executives showed an uncer- 
tainty of what they would face as they approached 
discussions with the government. For example, an in- 
dustrial machinery producer who has “not had diffi- 
culty yet” states that some months from now he 
“may have to report an unsatisfactory experience.” 

In the opinion of an electrical machinery executive 
this uncertainty stems from a lack of specific infor- 
mation from government contracting agencies. “We 
are not sure,” he says, “that the records we are keep- 
ing currently will be adequate, and we do not know 
as well as we should what our obligations, liabilities, 
and responsibilities are.” 

In general, however, cooperating vompanies feel 
they were “fairly treated” under the postwar act. 
“No particular difficulties,” “generally satisfactory,” 
and “quite satisfactory” were some of the reports 
sent to the Board. An apparel manufacturer echoed 
the views of most cooperators who have not yet op- 
erated under the act when he remarked that his 
World War II experience was satisfactory and he 
would feel fairly treated if it were duplicated. 


THE NEW RENEGOTIATION ACT 


Cooperating manufactures felt, by a three-to-one 
majority, that the Renegotiation Act of 1951 pre- 
sented no added difficulties. But an automobile 
equipment president, perhaps remembering his “bitter 
taste” of World War II renegotiation, spoke for a 
group who judged the new law only “no worse than 
the earlier one.” 
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About a fourth of the cooperating executives would 
offer no opinion because, in the words of an electrical 
equipment producer, “difficulties will arise only from 
the law’s administration, not from the law itself.” 

Those executives finding added difficulties in the 
new law were most concerned over the problem of 
accurately determining what constituted a renego- 
tiable sale. Because of the lack of priority ratings, as 
during World War II, it will be hard, they say, to 
determine whether a sale not made directly to a gov- 
ernment agency listed in the new act is subject to 
renegotiation. 

It will also become more of a problem to more 
people because a larger part of all contract sales will 
be subject to renegotiation under the 1951 act than 
previously. Subcontractors, for example, are now 
subject to renegotiation regardless of their “tier” 
below the prime contract. And added to it is the 
principle of accumulation whereby all contracts, re- 
gardless of amount (there is no longer an exemption 
for contracts less than $1,000), will be subject to re- 
negotiation if aggregate defense sales for the year 
exceed $250,000. The raising of the floor, or minimum 
amount necessary for a firm to be renegotiated, from 
$100,000 to $250,000 will, it is contended, eliminate 
some renegotiation but the new provisions of the act 
will probably result in a net increase and more con- 
fusion. 

Cooperating executives spoke with great concern 
about the problems they face in determining renego- 
tiable sales. “It is not always possible to mark the 
status of an order,” reports a metal producer, “be- 
cause many purchasing agents don’t know themselves 
whether the material will eventually be subject to 
renegotiation or not.” A machine-tool producer who 
manufactures an item of small unit value sold en- 
tirely to dealers for their stock says his dealers 
cannot tell him of the renegotiability of the indi- 
vidual sale until it is sold from stock. “For a busi- 
ness such as ours,” he concludes, “renegotiation is 
practically an impossibility.” 

A petroleum producer states: “It would be helpful 
if a clear distinction were made by the government 
between actual defense business and that of the 
ordinary, everyday nature. At the present time 
everything we sell to the government is regarded as 
‘defense contracting.’”” But a metal producer carries 
this a step further and suggests that the govern- 
ment “recognize a uniform basis for determining re- 
negotiable sales. Only two agencies, the Depart- 
ment of Defense and the Atomic Energy Commis- 
sion,” he says, “have been assigned definite ‘DO’ 
numbers.” Besides general inconvenience and “tre- 
mendous complications,” an automobile equipment 
manufacturer reports “it will be necessary to change 
our recordkeeping methods to keep track to renego- 
tiable business.” 
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The personnel and administration of the new Re- 
negotiation Board, while not properly a “difficulty” 
of the act itself, caused enough concern for many 
cooperating companies to list it as such. 

“The principal difficulty will be the type of man- 
power talent being assigned to conduct renegotiation,” 
writes an industrial machinery president. “It is very 
important,” he continues, “that they approach a re- 
negotiation table with an open mind and are men who 
have some understanding of what they are supposed 
to do.” An electrical machinery producer agrees with 
this and reports that his difficulties under the World 
War II act of 1943 were “largely attributable to the 
inexperience of the Price Adjustment Board” and he 
expects the same under the 1951 law because it will 
be administered by “new personnel who again will 
not be familiar with our operations.” 

“We noticed during World War II that the govern- 
ment administrators became more arbitrary than in 
earlier years,” another specialized industrial machin- 
ery producer says, “and if the trend continues we 
anticipate discouragement for contractors. The views 
of government administrators should be improved 
concerning equitable treatment of contractors.” 


Allowable Costs 


The problem of allowable costs was ranked high 
by executives as being likely to cause difficulties under 
the new act. A number of cooperators expressed 
concern with the problem of reaching a mutual agree- 
ment on costs allowable in determining the price of 
an item sold to the government. 

“Our auditors,” reports a foundry executive, “are 
encountering difficulty in adapting our accounting 
methods and procedures to the requirements of the 
Army Audit Agency during current redetermination 
negotiations.” A machinery producer is more specific, 
claiming there is “no justification, in redetermination, 
to apply Section 15 of the Armed Service Procurement 
Regulation Contract-Costs Principles which disallows 
many items of ordinary expense.” 

Other difficulties foreseen by this month’s co- 
operators are: 


“Government procurement agencies are enmeshed in 
so much red tape that dealing with them appears almost 
a hopeless situation.” (Foundry) 


* * * 


“The retroactive feature—renegotiating in the year 
collections are made—is an injustice for a contractor 
working on an accrual basis. In addition, it will tend 
to create a difficult costing problem, because costs and 
expenses of that previous year must be applied to these 
renegotiable sales.” (Office equipment) 


* * * 


“A serious difficulty “will be in complying with the 
March 31 deadline for filing reports. Even during World 


War II we had until May 31. We seriously doubt whether 
we will be able to meet this accelerated deadline in 
view of all the year-end governmental demands made on 
us.” (Building materials) 


* * * 


“We expect a more legalistic approach on the part of 
the government under the new law and a general neces- 
sity to spend more time on renegotiations.” (Chemicals) 


* * * 


“The new renegotiation law will, no doubt, be some- 
what more objectionable because, as we understand it, 
practically all contracts are subject to renegotiation.” 
(Food) 

* * * 

“The new law seems to have been written without any 
recognition of the experience of the last war. It has a 
lot of technicalities which contribute nothing toward the 
fundamental problems being controlled through renego- 
tiation.” (Paper products) 


RECOMMENDATIONS 


Cooperators in this month’s survey offered many 
recommendations which they thought would improve 
dealings under the new Renegotiation Act, and im- 
proved industry-government relations generally.? 


Better Government Purchasing 


The recommendation most often suggested by co- 
operators was for “better” government purchasing. 
Toward this end executive suggestions ranged from 
the creation of a central procurement agency to the 
general opinion that the government should purchase 
on a “wise and fair” basis. “It is our thought,” says 
a machine-tool executive, “that government procure- 
ment on a commercial basis and on the same plane 
as any other user would be a definite and over-all 
improvement.” 

Several executives complained about the time taken 
in awarding contracts on bids and others about in- 
sufficient time given to prepare bid figures before the 
submission deadline. 

A number of executives asked for more standard 
contract procedures and for simplification of the 
“pages and pages” of contract forms. “The great need 
is simplicity,”? writes a paper manufacturer. “Gov- 
ernment contracting is becoming increasingly diffi- 
cult due to regulations and red tape.” 


Exempt Standard Items 


A strong recommendation of many cooperators is 
that standard commercial items be exempted from 
renegotiation. Manufacturers told the Board such 
items should be exempt because their cost was well 
known and the price had been determined by compe- 
tition. 

An industrial machinery producer could see no 


1These recommendations follow closely those listed in the B - 
Studies in Business Policy, No. 44. on a 
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reason to renegotiate any item where a “reasonable 
price can be ascertained.” Another executive felt the 
law was “too broadly drawn and should be limited to 
those items where costs and price cannot be adequately 
determined in advance.” 

Most cooperators agreed with the glass producer 
that “industry’s compliance with the act will be ex- 
tremely difficult and it will be imposed with an almost 
overwhelming clerical burden on now overburdened 
accounting staffs if stock items are not exempted from 
renegotiation.” 


Government Personnel 


Government renegotiation personnel are taken to 
task in letters received. They are “inflexible,” accord- 
ing to an electrical equipment manufacturer; and an 
industrial machinery executive feels they do not know 
their “powers and limitations.” 

An automobile equipment president who found his 
experience with World War II renegotiation “so tragic 
we would have been better off not to have obtained a 
government contract,” said bitterly: “With the lack 
of honor and faith that is so apparent in Washington, 
a person finds it difficult to develop any patriotism 
for this effort.” 

The majority of cooperators, however, did not feel 
so strongly about it. Most executives believed “gov- 
ernment procurement could be more prompt and less 
expensive if procurement personnel were given wider 
discretion and were not bound by detailed, rigid 
regulations” and if contracting officers could be chosen 
so that they had some “experience and knowledge of 
the products and industry they are working with.” 


Accounting 


Cooperating companies also favored some form of 
precontract agreement on allowable costs. “We sug- 
gest more careful attention to initial contract nego- 
tiations,” writes a chemical producer, “in order to 
eliminate areas of doubt and uncertainty before they 
develop.” 

Other executives agreed with this, feeling it offered 
the best way to minimize problems during renego- 
tiation proceedings. Cooperators still feel they should 
be able to figure their costs in their regular manner 
but, failing that, suggest including all questionable 
items of cost in the definitive contract. 

One example offered to illustrate a disagreement 
in cost allowance came from a paper products manu- 
facturer. His company has no objection, the presi- 
dent states, when the government takes the position 
that a major piece of research equipment is a capital 
expenditure, even though it might be an item bought 
only for use in a particular research project. “But it 
reaches the height of absurdity,” he concludes, “when 
government auditors take the position that screws and 
‘bolts and items of that sort, which must be replaced 


TUENG CE: 


271 


on this equipment, are capital expenditures and not 
ordinary operating expenses.” 

The following brief excerpts present some of the 
other suggestions made for the improvement of goy- 
ernment-contractor relations: 


“The government'should have a more definite program 
in both character and duration.” (Petroleum) 


* fe 


“The government should more actively pursue its 
policy of placing orders so as not to create shortages and 
inflation.” (Food) 

* * * 

“We feel the net yield of the excess-profits tax and 
renegotiation is not in proportion to the effort they impose 
on both government and business.” (Teztiles) 

* * * 

“The law stresses good performance as a factor in 
evaluating profits but sets a base year when strikes and 
poor business and lower earnings give a distorted picture 
of profits.” (Nonferrous metals) 

* * * 

“There certainly should be an incentive for everyone 
to do the most efficient job possible. The concern that 
does a high-quality job, meets deliveries, and reduces 
costs should be allowed a percentage of its cost reduction 
—the so-called ‘target’ contract.” (Office equipment) 

* * * 

“The basis of renegotiation should be the profit-margin 
history of the individual company, rather than using gen- 
eral average patterns as a gauge, provided the unit cost 
to the government is the same. We feel we were doubly 
penalized, during World War II, when compared with 


less efficient producers of about the same size.” (Steel) 
\ * * * 


“We recommend a more realistic attitude be taken by 
many government agencies who are issuing regulations 
and restrictions on industry so that they do not, through 
strictly political motivation, kill the goose that lays the 
golden egg.” (Machine tools) 


SUMMARY 


In summary, cooperating manufacturers believe 
that everything depends on what the new renegoti- 
ation board does in the next few months. The Re- 
negotiation Act of 1951 became law on March 23 and 
cooperators are generally withholding their opinions 
until they can ascertain the direction the new renego- 
tiation board and its regulations will take. Cooper- 
ators hope their recommendations will be considered. 
Above all they wish the government would realize, 
as one executive pleads, “that most of industry tries 
to be honest” and that the government would discard 
its philosophy that “all industry needs watching— 
and even then may get away with something.” 


Henry A. BALKE 
G. CuLarK THOMPSON 
Division of Business Practices 


World War | marked the turning point 
for the United States from a capital- 
importing to a capital-exporting nation. 
Nearly 12°% of capital formation took 
the form of foreign investment in the 
decade 1909-1918. Most of this prob- 


ably consisted of government loans. 
From the Civil War to World War |, 
the United States was a net importer of 
capital and, probably ranked as one of 
the leading underdeveloped countries 
of the nineteenth century. 
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Our net foreign investments as a percentage of gross capital formation 


Source: Simon Kuznets, “National Income: A Summary of 
Findings” 


FROM INTERNATIONAL DEBTOR 
TO CREDITOR— 


AND NOW TO FURTHER INVESTMENT 
ABROAD IN A POINT IV 


“BOLD NEW PROGRAM” 


Elon PUT that “Bold New Program” to work? 

e Grant tax exemptions? 

e Guarantee overseas investments? 

e Control prices of exports if prices of imports 
from underdeveloped countries are controlled? 

e Lower tariffs? 

e Make grants? 

e Set up new financing institutions? 

e Negotiate investment treaties? 

These are only some of the recommendations that 
have been made in the numerous reports issued since 
President Truman announced the “Bold New Pro- 


gram” as the fourth point in his inaugural address of 
January, 1949.* 


It is evident that Point IV has been instrumental 
in stimulating an outpouring of reports and proposals. 


What has been suggested is shown on page 278. But 
little of a concrete nature has been done to carry out 
the underlying goals and, despite all the report writ- 
ing, many questions still remain unanswered. For ex- 
ample, many have suggested that huge overseas in- 
vestments, particularly by the United States, are 
needed. These huge investments would imply a re- 
turn flow of interest and dividends, to say nothing of 
repayments of principal in the future. So far, so good. 
But the effect of this return flow on the United States 
balance of payments and on the balance of payments 
of other countries has been somewhat ignored. 
Again, guarantees against exchange risks and ex- 
propriation have frequently been mentioned in con-, 
nection with investments. The inclination has been 
to try them as a worth-while experiment. But little 
attention has been given to removing the basic reasons 
for inconvertibility of monies. Furthermore, insuffi- 
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cient attention has been paid to the implications of 
using exchange guarantees. 

Exemption or a lightening of the tax burden has 
also been recommended on the ground that it would 
automatically act as a stimulant. Little notice, how- 
ever, has been paid to the principle of equity and no 
conflict seen in favoring foreign investment while 
taxing domestic investment at statutory rates. 

Although some mention has been made of steps 
that underdeveloped countries themselves might take 
to raise their productivity and to encourage foreign 
investment, it is evident that the main emphasis is 
not on self-help, but on help from outside. 

These statements apply, for the most part, to all 
three reports dealing with the expansion of global 
investment through specific proposals or goals. These 
are the Rockefeller report, the Gray report, and the 
UN report. It should be remembered, that they are 
merely recommendations to the United States or the 
United Nations. They are not yet official policies. 
Either directly or by implication, they look to the 
United States to supply a major part of the financing 
—private or governmental. There are, to be sure, 
differences in emphasis and approach, but the basic 
rationalizations, justifications and recommendations 
are much the same. 

Of the three, the UN report is easily the most am- 
bitious in terms of the outside financing involved. (See 
tabular exhibits.) Seemingly in self-justification, it 
points out that the order of magnitude suggested 
shows what is really required if the developed nations 
seriously mean to carry out effective assistance to the 
underdeveloped areas. It is the most specific in its 
aim: that of raising the per capita income of the un- 
derdeveloped nations by 2% a year. It is the most 
outspoken about the social and political difficulties 
that development programs must face in the back- 
ward nations themselves. 

The Gray report gives the lowest recommendations 
for dollar assistance to underdeveloped areas. The 
question of the amount of aid to be sent abroad, if 
any, was only part of this committee’s task, and it 
is the Rockefeller report which expands on this theme. 


*“Partners in Progress” (Rockefeller Committee), a report to 
President Truman by the International Development Advisory 
Board, March 1951. “Report to the President on Foreign Economic 
Policies” (The Gray Report) Washington, November, 1950. “Point 
Four,” Department of State, Washington, D. C., revised January, 
1950. “Measures for the Economic Development of Under-Developed 
Countries,” report by a group of experts appointed by the Secretary- 
General of the United Nations, New York, May, 1951. _ 

The President’s Committee for Financing Foreign Trade is expected 
to report shortly. Canada and the United Kingdom have each 
issued a report on the same general subject. “Report of Advisory 
Committee on Overseas Investment,” September, 1950, Ottawa; 
“The Colombo Plan for Cooperative Economic Development, in 
South and South-East Asia,” London, October, 1950. The Organiza- 
tion for European Economic Cooperation has also issued its “Report 
on International Investment,” Paris, 1950. 
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The Rockefeller proposals fall somewhere between the 
UN and the Gray reports in the amount of assistance 
proposed. As one might expect, Rockefeller, as an 
American report, is less prodigal with dollars than the 
UN proposals.1 The Rockefeller report, more than 
either of the others—and particularly more than the 
UN—bears the earmarks of the post-Korean world 
crisis, especially in its emphasis on the development 
of new and greater sources of raw materials. This re- 
port also differs from any other on this subject in 
that it is obviously directed at popular consumption 
as well as for policymakers. A trade edition, exten- 
sively advertised, has been published.” 

Both because the Rockefeller report is “in the 
middle,” and because it is the latest United States 
official recommendation for international investment, 
its dollar figures are used to illustrate some of the fol- 
lowing analyses. 


BALANCE .OF PAYMENTS DIFFICULTIES 


Point IV has been justified on many grounds. It 
has been felt that we had a moral obligation to raise 
the standard of living of underdeveloped countries 
and to expand world trade and industry. In so doing 
we would also be raising a bulwark against Com- 
munism and other forms of social unrest. Since the 
start of hostilities in Korea, stress has also been placed 
upon using the Point IV program to expand the 
sources of raw materials needed for rearmament. 

The making of foreign investments and grants to 
underdeveloped countries has been further justified 
because of its effect on our balance of payments. 
It has been pointed out that an outflow of capital, 
especially from the United States, would help solve 
the dollar shortage, and that it would help to bolster 
United States exports. 

If the private and government investment program 
envisaged in such a moderate report as “Partners in 
Progress” were to be put into effect, more than $2.8 
billion would have to be earned by foreign nations in 
1960 to pay interest and dividends on dollars invested 
in their countries.? The comparison of projected in- 
vestment income from 1953 to 1969 with the 
immediate postwar years is shown in the chart on 
page 275. 

This estimate rests on the assumption that the pro- 


1QOne American served on the UN’s committee of five experts. 

*Comparatively little emphasis in these reports has been given to 
the role that tariff modifications, such as those made at the recent 
Torquay negotiations, and the lifting of other trade restrictions may 
play in expanding trade, thus helping to raise the plane of living in 
underdeveloped countries. 

The results of Torquay will be examined by Tor ConrerENcE 
Boarp in the near future. 

This estimate is based upon Federal Government loans outstanding 
on June 30, 1950, and the interest payments that are called for in 
the loan agreements; upon the assumption of net annual dollar loans 
by the Export-Import Bank and International Bank of $700 million 
and of United States net annual private capital outflow of $2.0 
billion. Further details on the calculation may be secured upon re- 
quest to Tur ConreRENCE Boarp. 


Q74 


gram would-be put into effect in 1952 and that the 
first investment returns would be in 1953. From a 
total of $1.7 billion in interest and dividends actually 
received in 1950, the amount gradually increases to 
a projected $2.8 billion in ten years. Were the pro- 
gram to go on, the $2.8 billion would grow even larger, 
of course. In other words, foreign nations would have 
to find some way of getting their hands on at least 
$1.1 billion more dollars to meet dividend and interest 
charges. 

This figure of $1.1 billion is a projected one. But it 
should be emphasized that it is a minimum figure. 
First of all, the projection is based partly upon a 
7% rate of dividend and interest remittances to 
investment, approximately the rate ruling in the years 
1947-1949. In 1950, the rate was nearly 8.5%. The 
7% rate was computed upon the book value of direct 
investments. But these investments are overstated 
because no allowance for war damage was made in 
the original figures. In other words, the actual dollar 
return, in terms of the actual investment in place, 
would be larger if it were possible to deduct war losses. 
Investments are at book value, however, so no addi- 
tion was made to conform to subsequently increased 
capital values. 

Secondly, the projection does not take account of 
possible further overseas loans to be made by the 
United States Government. It starts from the amount 
owed to the government as of the middle of 1950. 
More loans will mean, of course, a larger interest re- 
turn. 

Thirdly, no account is taken of dollar interest pay- 
ments that have to be made on amounts already bor- 
rowed from the International Bank for Reconstruc- 
tion and Development. New loans by the bank are, 
however, included. Furthermore, no account is taken 
of amounts that might be borrowed from the pro- 
posed International Finance Corporation. 


HOW ABOUT DOLLAR SHORTAGE? 


Does the $1.1-billion additional investment income 
to the United States necessarily mean that the 
“dollar shortage” problem will be aggravated? The 
answer is no, not necessarily, at least not at once. 
The huge amount of capital exports (private overseas 
investments and government loans and grants) should 
provide the capital-importing countries with suffi- 
cient dollars to meet interest and dividend payments. 

But obviously there is a limit to such a process of 
using additional borrowings to pay for past borrow- 
ings. The new amounts to be borrowed will have to 
grow ever larger. This is so because the new borrow- 
ings must be sufficient to pay capital charges on the 
initial funds as well as charges on subsequent amounts 
borrowed. A cessation or even slackening of the rate 
of capital imports might cause a collapse of this mech- 
anism. 


Annual Private Net Long-term Capital Outflow 
—and Some Projections 
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Under present circumstances it is not certain that 
even a doubling of the present rate of nearly a $1 
billion of private capital investment would satisfy 
the world’s dollar liabilities for imports and capital 
charges. Suppose that at the end of 1952, Congress 
should permit ECA aid to terminate. Suppose further 
that no other grant program would replace these funds. 
This would bring to an end approximately $2.8 billion 
in grants to foreign nations. In such an event, the 
$1-billion additional private investment would simply 
replace part of the $2.8 billion of withdrawn grants. 
Such a switch would replace capital outflows from 
the United States that now require no repayments or 
return flow of interest and dividends with those that 
do. 

It is quite likely that any increased outflow of in- 
vestments from the United States will be direct rather 
than portfolio investments. It is more probable that 
companies in the United States will establish branches 
and subsidiaries abroad than that private investors in 
the United States will purchase any huge amount of 
foreign obligations. Consequently, it could well be 
that capital exports from the United States would be 
in the form of actual capital goods rather than in dol- 
lars made available. Such a likelihood would reduce 
the number of dollars freely available to the foreign 
country and would lessen the possibility of using new 
capital imports to pay the interest and dividend 
charges on past capital imports. 

If continued dollar capital imports is not the 
solution, what is? The answer must be in the pro- 
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ductive use of capital imports. Productive use in this 
case takes on a special meaning. Not only must the 
capital be put to uses that provide return, but it 
must provide a special type of return: dollars. 

In a world of complete currency convertibility and 
multilateral trading, it would be possible to earn 
dollars by trading with third nations. The prevalence 
of foreign exchange controls today limits such possi- 
bilities. For example, if Country A borrows from 
the United States to build a steel mill to sell steel to 
_ Country B, the borrowing country would not be able 
to repay its dollar obligations unless country B’s cur- 
rency were convertible into dollars. This would be 
true despite the fact that Country A was making an 
investment economically sound in terms of its own re- 
sources and capabilities. 

This objective of more dollars can be achieved in 
many ways, all of which can be fitted under two gen- 
eral heads: (1) measures that increase dollar earn- 
ings; and (2) measures that lessen dollar expendi- 
tures. Of those measures that increase dollar earn- 
ings, obviously more than increased export of goods 
to the United States is meant. In this connection, a 
new ski resort may be as important as a new steel 
mill, rebuilding of hotels as important as opening 
up a new coal mine; for enterprises concerned with 
the more frivolous side may be fully as important 
to an easing of the balance of payments as those that 
are purely industrial in character. The criterion here 
is ability to earn dollars. If the new ski resort can 
earn more dollars than the steel mill, the nation must 
gain, for she can apply the excess dollars earned to 
other projects. 


income Received from Overseas Investments 
—and Projections to 1960 
3.0 
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Care would have to be taken in selecting projects 
that lessen dollar expenditures. If a nation is really 
to save dollars, it must be certain that the dollar ex- 
penditures eliminated do not compel it to make other 
larger dollar expenditures. And a drastic dollar-saving 
program suggests a curtailment of world trade and 
commerce. It might also easily lead to trade dis- 
crimination and possible duplication of facilities al- 
ready in place. 

The implications of increased capital exports by 
the United States have not always been traced through 
—particularly those for United States exporters. It 
has generally been argued that increased production 
in foreign nations means an increase in their purchases 
from us. Such may be the case in the long run, but 
obviously it takes time and requires adjustments. 

It is possible to foresee curtailed exports of some 
categories whether the foreign nation elects to earn 
more dollars or to save on current dollar expenditures. 
If a country should elect to save on dollar expendi- 
tures, the curtailment would take place directly. Thus 
a new steel mill would mean curtailed purchases of 
steel from the United States once the plant were 
erected. 

If the nation should elect to expand exports it might 
be possible for it to compete with United States prod- 
ucts within its own borders, within the United States, 
and possibly within third countries. The result could 
be a loss of certain markets for the United States. 


GUARANTEES 


A suggestion common to proposed international in- 
vestment plans is that of a “convertibility guarantee.” 
The principal reason for this proposal, of course, has 
been the postwar spread of exchange controls which 
ration, or otherwise limit, or which completely block 
the investor from withdrawing profits or capital. Such 
controls, already present in the Thirties, received an 
impetus during the war. 

The basic problem, however, is as old as interna- 
tional investment itself, and during the interwar 
period was known as the “transfer” problem. In the 
simplest terms, it refers to the fact that the remit- 
tance of funds to the investor country at some point 
requires a conversion into the investor’s currency. 
Apart from further borrowing, this conversion de- 
pends on the state of the investee country’s balance of 
payments and the general conditions of world trade; 
in this case, does it earn enough of the needed ex- 
change or of other currencies which are in turn con- 
vertible? If the conditions are not propitious, gold and 
other foreign exchange assets are lost, the investee’s 
currency begins to depreciate, and, if the tide cannot 
be turned, the country may eventually have to de- 
fault, or at the least devalue sharply. To prevent 
these outcomes, countries have been blocking or ra- 
tioning foreign exchange or the free convertibilty of 
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the home currency in order,to maintain their exchange 
position in the postwar world. 

The classical alternative to the exchange control 
expedient is to decrease the country’s demand for 
home and foreign goods; 7.e., institute some measure 
of deflation before exchange deterioration becomes 
pronounced. Nations for the most part shied away 
from this alternative in the Forties and so far in 
the Fifties. As a matter of fact, some countries— 
Italy is a notable example—have maintained exchange 
controls while following more or less orthodox policies 
at home. 

The International Monetary Fund currently lists 
fifty-four countries as having exchange restrictions, of 
which control over investment transactions is usually 
only a part. Their severity and the extent to which 
they are used varies from country to country and from 
time to time. Canada, for instance, has mostly nominal 
controls at the moment. Nevertheless, controls are 
on the books of at least fifty-four countries. The 
United States is the only important nation missing 
from the list. 


Exchange control, however, is not the only threat 
to the security of an investment. Expropriation or 
confiscation is another important hazard in today’s 
world. So hand in hand with the convertibility prob- 
lem goes the fear of whether there will be anything to 
convert in the first place. ' 

The idea of the convertibility guarantee arises as 
a solution of these problems. Since guarantees are 
to be given by governments, it is obvious that the 
question could only arise as governments become 
directly concerned with international investment as 
a matter of national or international policy. 

The basic mechanism of the guarantee is for the 
government!—most likely the investor’s government 
—to set up a fund out of which the equivalent of 
blocked investment monies abroad would be paid te 
the individual investor in his own currency. The 
funds could originate from any government revenues 
set aside for the purpose, or from fees paid by the in- 
vestor, or both. 


1Tt is conceivable that an international institution could also set 
up such a program. 


The Financing of Point IV 


Rockefeller Report 


Private Investment 


Gray Report United Nations Report 


U.S.: A doubling of the present | Expects $500 million to $800 | $4 billion to $5 billion a year 


International Finance Corpora- 
tion (to make loans and to 
invest in nonvoting equities) 

International Development Au- 
thority (to make grants to 
finance a portion of the cost 
of public works) 


International Bank for Recon- 
struction and Development 


Overseas Economic Administra- 
tion (new centralized U. S. 
agency proposed by Rockefel- 
ler Committee to handle foreign 
economic matters) 


Export-Import Bank 


*Inferential figure. Re 
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all countries. Additional in- 
vestment to be made by other 
developed countries 
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to Overseas Economic Admin- 
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$500 million. This amount is to 
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“institutes” and strategic pub- 
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to International Development 
Authority 


$100 million of loan and guaran- 
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guarantees. Favor Gray rec- 
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Amounts are to be administered 


by Overseas Economic Ad- 
ministrator 
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come irom domestic savings. 
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come from International Bank and governmental grants, the remainder of 39.9 
billion would represent private investments, any financing by newly established 
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developed areas* 
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investment 


Believes that the United Nations 
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ability of such an agency 
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such an agency 


Net annual dollar loans of $400 
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less than $1 billion a year to 
the underdeveloped countries 


Favors centralized U. S. agency 


Lending authority should be in- 
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capital outflow 


Developed countries should es- 
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Export-Import Bank 
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level of $3 billion a year from 
all countries 
Export-Import Banks in countries other than the United States, ECA grants, 


colonial development programs, release of blocked balances. Nearly half might 
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The suggestions so far advanced have not been de- 
tailed. So it is helpful to examine experience with 
the only working guarantee program in existence— 
that of the Economic Cooperation Administration 

That program’s results cannot be called impressive. 
Up through March, 1951, about $29 million of funds 
has been guaranteed. This amounts to slightly more 
than 1% of our total private direct investment in 
ERP Europe at the end of 1949, and it has taken 
almost three years to reach that amount. And even 
this $29 million must be qualified, for $14 million alone 
represents the guarantee on one Standard Oil (New 
Jersey) refinery in Italy,2 and a small amount of the 
remainder guarantees royalties on processes rather 
than physical investments. 


CHANGES IN ECA PROGRAM 


The guarantee itself has expanded and changed 
as time has passed, mostly because results were less 
than first anticipated. As the program has been 
worked out, the ECA puts a stamp of approval on 
applications from direct investors. The Export-Im- 
port Bank, which has funds set aside for the purpose, 
is the guaranteeing agency. The fee charged is 1% per 
annum of the amount of exchange guaranteed for that 
year. A further 44% per annum fee is payable for the 
remainder of the total sum guaranteed over the life of 


the contract. Under these conditions, the average fee . 


over the life of a contract could be less than 42% per 
year. 

At the outset, the amount guaranteed was the 
amount directly invested. The guarantee ran until 
April 2, 1962, which is the cutoff date for the first 
and subsequent offers. Within that period, the in- 
vestor would be protected against exchange blocking 
up to 100% of his investment, which he could remit in 
profits or repatriate as capital.3 

Then the program changed to permit withdrawal of 
up to 175% of the amount invested in some combina- 
tion of capital and profits. The amounts withdrawable 
in the first five years are limited to the original invest- 
ment plus a maximum of 15% a year in profits. So 
the total amount guaranteed may only be withdrawn 


1The Rockefelier Committee has suggested that the Export-Import 
Bank be authorized to set aside a fund of $100 million to guarantee 
private investments in foreign debt obligations—at a fee. Under 
this proposal, if the debtor could not meet maturing dollar obligations, 
the bank would pay out dollars at home. In return, the debtor 
would deposit an equivalent amount in the local currency until the 
dollar exchange is available to him. In this way, the risk of exchange 
fluctuations, until the Bank is paid off, would be borne by the debtor. 
This proposal aims at restoring the vanished United States market 
for foreign securities. It is also directed at obtaining an outflow of 
insurance company funds (if permitted by law), and probably toward 
pension-fund monies as well. 

2Little new physical investment is involved. Standard bought half 
the capital stock of an existing company. Standard will provide 
technical and engineering services. Expansion and modernization are 
planned. It is expected to result in a $4-million import saving for Italy. 

3Informational media guarantees (for receipts from sales of books, 
magazines, etc.,) are also included in the ECA program. 
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The Attractions of Protection 


“The dispute over the industrialization of under- 
developed countries is usually conducted in relation 
to foreign trade. . . . Whether it pays to make manu- 
factured goods at home or to import them is a matter 
simply for calculation, bearing in mind the possibilty 
of using unemployed labor or other idle resources, 
the infant industry problem, and the uncertainty of 
the terms of trade. These matters taken together will 
in most underdeveloped countries amply justify some 
degree of protection.”—Source: Report by a group of 
experts appointed by the Secretary-General of the 
United Nations “Measures for the Economic Develop- 
ment of Underdeveloped Countries,” May, 1951, p. 58. 


by the start of the sixth year. Contracts need not 
necessarily call for the full 175% (the Standard Oil 
project carries a 121% agreement). Royalties, on 
agreed amounts, may now also be guaranteed, even 
without a direct physical investment in the country. 
Where there is physical investment, a royalty agree- 
ment can also be made, and, in effect, permits remit- 
tances in excess of 175% of the investment itself. 
The changes may have had some limited effect in 
stepping up the program. In the first year, under the 
original provisions, $2.6 million of industrial guar- 
antees was made. After the basic change, $3.5 mil- 
lion additional was guaranteed (through March, 
1950). Then the royalty provisions were expanded. 
From April, 1950, through March, 1951, $23 million 
was added. But, of this latter sum, $14.5 million 


_was the big Standard Oil investment, and $4.6 million 


more was another oil project, also in Italy.1. Apart 
from petroleum, therefore, only $4 million more was 
added in the last period. 

No guarantees have as yet been invoked. If they 
should be, the claims in the foreign currency would 
pass to the United States Government. 

In 1950, ECA was given permission to issue con- 
tracts guaranteeing investors against losses incurred 
“by reason of expropriation or confiscation by action 
of the government of a participating (ERP) coun- 
try.”? Some requests for this type of guarantee have 
come in, and one pilot case has now been completed. 
The Otis Elevator Company has received an expro- 
priation guarantee for an investment in Berlin. The 
basic principles of the expropriation guarantee are: a 
fee of 1% per annum on the original investment plus 
such re-invested earnings as are provided for; the in- 
vestor must pursue available remedies for one year 

1Caltex joined a local corporation in buying an existing refinery. 


Modernization and a new pipe line are planned. Italy’s dollar and 
other foreign-exchange needs are expected to be reduced. 


This action plugs what was thought to be an important loophole 
in the security given investors by the guarantee program. There 
are no provisions against losses arising from wars or civil disturbance, 
and from currency devaluation. 
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and, if the guarantee is then invoked, the United 
States falls heir to the property and claims; prior to 
the issuance of such guarantees, the government of the 
other country involved will be asked to assure that 
any claims so acquired by the United States will be 
settled by negotiation between the governments.! 

The expropriation guarantee is separate from the 
convertibility guarantee, and the specific fees must 
be paid for both, if both are desired. 

Despite the fact that the ECA guarantee program 
has not resulted in an impressive increase in foreign 
investments, this does not necessarily mean that an 
extension of the program to other countries would 
prove disappointing. Investment opportunities in 
different, underdeveloped areas might enable guaran- 
tees to achieve a greater effect. 


MECHANICS OF A GUARANTEE 


On the surface, guarantees may appear to be a 
relatively simple and painless way of stimulating in- 
vestment in the face of existing international eco- 
nomic relations and national economic policies. The 
argument is that there is a risk in investing inter- 
nationally that is different in quality and quantity 
from the risks of past years. This risk, it is believed, 
is great enough to inhibit the international movement 
of funds. A guarantee program must therefore rest 
on the affirmation that the fear of loss can be elimi- 
nated, or at least minimized by sharing the risk with 
a government.” 

But what sort of a risk is it? Technical issues about 
the exact mechanics of a guarantee program aside, 
several broad considerations are involved.* To begin 
with, it is necessary to realize that convertibility 
guarantees would not rest on the “pooling of risks” 
—the insurance principle. A whole country—or 
even a group of countries—would go “sour” all at 
once, for it is not individual and scattered firms, but 
all firms within a country or countries which could 
be affected. The larger the investments the greater 
the impact. Hypothetically, if the guarantee should 
be invoked in the early years on a large group of the 
investments, the loss to the Treasury could be great, 
at least initially, regardless of whether the investors 
were paying an annual fee. 

On what criteria would the guaranteeing authority 
issue the guarantees? Assuming, as seems realistic, 
that such a program would deal mostly with direct in- 
' vestments, the criteria could broadly be of two kinds: 
the authorities would have to determine which in- 
vestments would be eligible for guarantees; they would 

10n a similar basis, royalties may also be guaranteed against 
expropriation. 

2This is apart from the policy question: “Is this a proper role for 
government ?” : 

’Many aspects of the problem are discussed by Yuan-li Wu, 


“Government Guarantees and Private Foreign Investment,” Ameri- 
can Economic Review, March, 1950. 
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also have to determine which countries were good 
guarantee risks, and to what amounts. 

Problems of this kind have apparently not been im- 
portant in the ECA guarantee program. Several rea- 
sons may account for this. In the first place, there 
has been no overwhelming amount of guarantee ap- 
plications. Second, there has been a continuing out- 
flow of dollars to the same countries from other major 
ECA operations. Third, the entire ECA effort has 
meant close and probably unusual economic collabo- 
ration between the ERP countries and the United 
States. Fourth, it has been essentially a recovery, 


not a development program, and the former is proba- 


bly a more tangible framework than the latter in 
which to make decisions. Fifth, there has also been 
a unifying political concept underlying the program— 
so much so, in fact, that it is changing into a military 
alliance. 

The first criterion of what projects should be ap- 
proved creates difficulties on both the investing and 
receiving sides. It may well involve discrimination 
among investors, and thus deny them equal benefits 
under their own country’s legislation. For example, 
the authorities might be in a position to guarantee 
a hair net in preference to a bobby-pin factory, on 
the grounds that the acquisition of raw materials for 
hair nets would entail no outlay for foreign exchange 
by the receiving country. Yet the two enterprises 
might have equal profit potentials for the prospective 
investors. 

On the receiving side, there is the question of just 
what enterprises would suit the country best. But 
the grounds of what might suit it best may be many— 
and conflicting. One could be the amount of exchange 
gained or lost. This would be the balance-of-pay- 
ments effect previously discussed. Another could be 
the direct contribution toward a rise in the standard 
of living. In this case, a dollar-earning ski resort 
could lose out to a new drug concern which earned 
fewer or no dollars. There could even be difficulties 


Conflicting Aims 
“Some industrial countries are interested in partici- 
pating in developing the underdeveloped countries 
mainly because they hope that one of the results will 
be a great expansion of the supply of primary prod- 
ucts. Some of the underdeveloped countries, on the 
other hand, are so anxious to avoid the overexpan- 
sion of the production of primary commodities that 
they overconcentrate their energies on developing in- 
dustries, and neglect the important ‘task of raising the 
productivity of their agriculture.”—Source: Report 
by a group of experts appointed by the Secretary-Gen- 
eral of the United Nations, “Measures for the Eco- 
nomic Development of Underdeveloped Countries,” 

May, 1951, p. 78. ) 
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within this class. It might have to be decided whether 
food canning is preferable to soda bottling. A third 
_ criterion could be balanced development of industrial 
communications and agriculture. A fourth might be 
national defense considerations. 

These are problems common to all development 
planning. Normally, conflicts in this sphere concern 
the local government, local citizens and the foreign in- 
vestors wherever investment projects are subject to 
controls. With guarantees, a fourth party—the guar- 
anteeing government—enters and this government 
might tend to stress the balance-of-payments effect. 
The settlement of conflicting aims and interests would 
have to be satisfactory to all concerned. 

As for the other criterion—which countries are 
tolerable risks—the judgments might very well be 
made on political as well as economic grounds. In 
any event as in any foreign aid program, some coun- 
tries would be more eligible for assistance—in this 
case in the form of guarantees—than others. Still 
other countries might be ruled out completely. It is 
easy to see that national sensitivities and aspirations 
could be aroused. Of course, guarantees would proba- 
bly not become a major international issue. But they 
could become part of a trouble complex rooted in 
more serious grievances, real or imagined. 

1There is a good deal of literature on this subject. Recently, 
Alfred E. Kahn in “Investment Criteria in Development Programs,” 


Quarterly Journal of Economics, February, 1951, reviewed the major 
strands of the discussions. 


Two Hemispheres, Two Views 


“There is a substantial volume of [private] lend- 
ing by the London market to governments and public 
authorities throughout the world; indeed, there is at 
present great pressure upon the London market, for 
there are more demands for loans for some years 
ahead than there are likely to be resources available. 
Borrowing by governments from private investors 
abroad has been the principal source of finance for 
development in the past, and there is scope for an 
expansion of government borrowing in private capital 
markets in other capital-exporting countries.”—Source: 
“The Colombo Plan,” Report by the Commonwealth 
Consultative Committee, London: September-October, 
1950, p. 61. 


“It would seem, however, that under present cir- 
cumstances direct investment by Canadian concerns 
in overseas branches and subsidiaries holds out much 
more hope of practical accomplishment than portfolio 
investment in the sense of any widespread absorp- 
tion of foreign securities by Canadian investors. An 
issue in Canada of bonds of the World Bank and/or 
the sale in Canada of some of the corporate obligations 
now held by the World Bank might represent an in- 
termediate step.”—Source: Report of Advisory Com- 
mittee on Overseas Investment, Ottawa: September, 
1950, page 16. 


ee | 


Another question concerns just who should bear 
final responsibility, the United States (for example) 
or the government of the recipient country. If the 
United States government must step in, it would pre- 
sumably lay claim to an equivalent amount of assets 
in a foreign currency. If the defaulting country is 
then called to account, it would either be impelled to 
take economic measures! to eventually secure the ne- 
cessary funds or the United States would be com- 
pelled to use economic or diplomatic pressure. 

If the United States did not insist on being reim- 
bursed, then its own taxpayers (less any fees paid in) 
would have to foot the bill. Would the United States 
have a prior reimbursement agreement with the recipi- 
ent country? If it had, would the United States insist 
on the repayment? Clearly if it did not or if it had no 
agreement in the first place, the ultimate result of seri- 
ous default would put the original investment very 
much in the class of a government grant to the recipi- 
ent nation. 

The convertibility guarantee question (again ignor- 
ing its appropriateness to our economic system), at 
bottom, appears to rest on the calculation of a risk. 
Starting from today’s impeded convertibility, if a 
guarantee program induces expanded investment and 
in the long run this investment is successful, this 
success would have to include improved trade and 
payments positions around the globe. More directly, 
guaranteed convertibility should lead to free converti- 
bility. Interim difficulties, including convertibility de- 
faults, might not be too high a price to pay. If on 
the other hand, the induced investment (or even “nor- 
mal” investment with guarantees) did not in the long 
run achieve an improved world trade and payments 
situation, apart from the physical improvements from 
the investment themselves, the program would have 
at least in part, failed. That failure could vary from 
continuation of today’s halting convertibility to large 
and permanent defaults. 

Investments are not the only factor in improving 
world economic relationships. Assessing the calcu- 
lated risk, therefore, also depends on whether a. pessi- 
mistic or optimistic prognosis of the broader inter- 
national economic outlook can be taken. 

This, of course, is an economic view of the problem. 
If it is thought expedient on basically political grounds 
to send money abroad, then the question of whether 
guaranteed investments might eventually turn out to 
be more like grants becomes of less significance. 


TAXATION 


The Rockefeller, the Gray and the United Nations 
reports all favor taxation reform to stimulate the flow 
of foreign investment. They differ, however, in the 
emphasis that they give to taxation. The report by 


Very possibly of an autarkic nature in today’s world. This 
might impair a second country’s exchange position. 
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Gordon Gray simply recommended that further study 
be given to the use of tax incentives to foster private 
investment. The United Nations wishes to exempt 
foreign income from double taxation. The Rockefeller 
report specifically recommends that income from busi- 
ness located abroad should be taxed only in the coun- 
try where the income is earned. This proposal means 
the exemption from federal taxes of income earned 
abroad. 

The exemption immediately raises a problem in 
equity. It would seem natural to suppose that ex- 
- emption would stimulate foreign investment. But 
why should foreign investment be favored over do- 
mestic investment? Companies operating wholly 
within the United States producing war matériel 
would certainly feel that discrimination was being 
practiced against them. 

Complete exemption from United States taxes opens 
up possibilities for the foreign nation to stimulate in- 
vestment. It might, if it wished, lower its own tax 
rates to induce foreign capital to come in. At present, 
with no exemption from United States taxes, such a 
lowering could not be expected to induce much capital 
because the corporation would have to pay at least the 
United States tax. 

The precedent has already been set in the exemp- 
tion of Western Hemisphere corporations from the 
surtax in 1942. At present, Western Hemisphere trade 
corporations are exempt from the excess-profits tax. 
Furthermore, the revenue act of 1950 changed the law 
to permit 30% of their income to be exempt from the 
normal tax and surtax. In addition, the income of 
such corporations is not subject to the 2% penalty 
return that attaches to consolidated returns. 

It is difficult to say just what success this exemp- 
tion has had in fostering investment in the Western 
Hemisphere. Data are not available to permit an as- 
sessment. But up until the passage of the excess- 
profits tax act, it was generally felt that the exemption 
was only of limited usefulness. 

In point of urgency it would be reasonable to put 
other matters first. Particularly, steps that could be 


An Automatic Exchange Guarantee 


“The complementary nature of much of the pro- 
duction of creditors and debtors and the trading re- 
lations which grew up between them [from the 1870’s 
onwards] brought about a situation in which full con- 
vertibility of currencies on a gold basis was possible. 
This in turn provided encouraging conditions for in- 
vestors who, in the absence of exchange controls, were 
assured of repatriation of earnings and who received 
under the gold standard an automatic exchange 
guarantee.”—Source: Organization for European Eco- 
nomic Cooperation, “Report on International Invest- 
ment,” Paris, 1950, p. 15. 


JULY, 1951 
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taken to remove the various types of exchange restric- 
tions would appear to be of more immediate import. 
A prerequisite to the use of tax incentives would be 
the removal of obstacles that do not now permit the 
earning or remittance of profits. The use of tax in- 
centives could not by itself overcome the obstacles to 
foreign investment presented by foreign exchange con- 
trols. 

Certain reforms in the taxation of income from 
abroad nevertheless seem necessary to prevent double 
taxation. The several limitations on the credits per- 
mitted for taxes paid abroad could be modified; for 
example, the so-called world-wide limitation acts to re- 
duce the credit for taxes paid when one of several 
foreign subsidiaries suffers a loss. The world-wide limi- 
tation provides that the credit should be limited to 
the per cent that income from abroad (offset by 
losses) bears to income from all sources. 

A domestic corporation to receive any credit for 
foreign taxes paid must own more than a majority of 
the stock of the foreign subsidiary. Such a rule seems 
somewhat arbitrary. But more important it comes 
into conflict with requirements in certain foreign na- 
tions that 51% or more of the capital of a company 
be locally owned. The United States rule does not 
permit a tax credit to be taken where only a minority 
interest is held. It thus limits the partnership of 
United States and local capital. 


TECHNICAL ASSISTANCE 


Part and parcel of all proposed international aid 
and investment programs is the provision of technical 
assistance. The core of such assistance is the diffusion 
of knowledge, imparting of skills and provision of ex- 
pert advice.t Aside from the humanitarian and politi- 


1A limited amount of essential or experimental 


Jim: 1 : equipment or 
supplies is sometimes included, as well as publications 


/ 


Easy on the Give-aways 


“A sound structure of international economic rela- 
tionships cannot rest on dollar subsidies. These should 
be viewed as essential supplements, in specific cases, 
to policies designed to develop the unity of political 
purpose, the attitudes, and the trading and financial 
relationships that can provide a continuing basis for 
progress along sound economic lines. Where they do 
not serve these purposes, mere dollar subsidies may 
do more harm than good: they may perpetuate mal- 
adjustments, reduce efficiency and incentives, and 
intensify social cleavages within receiving countries. 
Dollar aid is a catalyst and not a sustaining fuel. It 
must be accompanied by a demonstration of self-help, 
and of the possibility for accomplishing the objectives 
in mind.”—Source: “Report to the President on For- 
eign Economic Policies,’ Washington, D. C., Novem- 
ber 10, 1950, p. 21. | 
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A Big Job 


“[Even] ten billion dollars annually is a large sum 
in relation to the past history of these countries. 
. . .” [But] we have thought it worth while to give 
these estimates of the order of magnitude involved. 
We do not ask that these figures be taken exactly. 
We wish only to emphasize that the order of mag- 
nitude involved is well in excess of what is now gen- 
erally believed. When members of the United Nations 
speak about rapidly increasing the standards of living of 
the underdeveloped world, they should realize that what 
they are talking about involves a transfer of several 
billion dollars every year.”—Source: Report by a group 
of experts appointed by the Secretary-General of the 
United Nations, “Measures for the Economic Develop- 
ment of Underdeveloped Countries,’ May, 1951, p. 79. 


cal purposes which help of this character may serve 
through advancing efficiency in poorer countries, it 
may also help speed the pace of international invest- 
ment. 

Investments, as current discussions have made 
clear, are affected by many extra-investment condi- 
tions. Among these is the receiving country’s gen- 
eral state of development. The investor is dependent, 
to varying extents, on the ability and training of in- 
digenous workers and technicians; local health con- 
ditions; transportation; communication and power 
facilities; housing; and even the proper organization 
of the receiving country’s statistical services. The 
higher the state of development in these particulars 
the fewer are the investor’s problems. Technical as- 
sistance can therefore, lay the groundwork and 
smooth the way for international investment. 

Technical assistance is by no means a new idea. It 
has been carried on for years by governments and 
businesses, as well as by educational, charitable, and 
religious organizations in their “missions abroad.” 
But now, with the proliferation of centrally organ- 
ized programs, TA has an enhanced status. 

Currently, the bulk of United States help is chan- 
neled through the Technical Cooperation Adminis- 
tration of the State Department and through the 
Economic Cooperation Administration. The $35-mil- 
lion dollars of technical assistance voted by Congress 
last year under the “Point IV” legislation, is being 
allocated approximately as follows. Some $12 million 
is earmarked for use through the United Nations (see 
below) ; roughly $8 million or somewhat more is going 
to continue or increase assistance of long standing,! 
chiefly to Latin America; and the rest is being devoted 
to new assistance around the world, student exchange, 
and administration. By March, 1951, new projects 
were under way in thirty-one countries, and more 


‘A description of the various United States efforts in this field in 
Ben years is given on pp. 129-145 of “Point Four,” Department 
of State. 


than thirty-five governments in Latin America, 
Africa and Asia had asked for assistance. 

ECA had, through March, authorized an expendi- 
ture of $21 million for technical assistance to the 
Marshall Plan countries and their overseas dependen- 
cies, of which $10 million was actually spent. A 
modest amount has also been expended in the Far 
Eastern countries to which ECA is giving economic 
aid. 

The United Nations has begun operation of a 
$20-million TA program financed by special contribu- 
tions from members. The United States pledge of 
$12 million (60%) is a matching contribution which 
is being paid as the other pledgers contribute. As 
of June 15, the United Nations received $11,150,000 
in local currencies from other countries and $6 million 
from the United States. The United Nations pro- 
gram, like that of the United States, is only now in 
the process of gathering momentum, for funds for 
both became available only at the end of last sum- 
mer. Requests for assistance have been received 
from fifty-five nations or dependent territories. The 
UN expects to have started assistance to each of 
these countries in 1951, although not necessarily for 
each project in each country. 

Some of the UN program is carried out by the UN 
Secretariat itself. A larger portion, however, is chan- 
neled through the specialized agencies: Food and Ag- 
riculture Organization; World Health Organization; 
International Labor Office; ete. Funds allocated to 
the latter are for specific projects additional to the 
regular budgets and work of these organizations. Co- 
ordination is achieved through the Technical Assist- 
ance Board, the controlling group on fund distribu- 
tion and over-all policy. The board also maintains 
liasion with regional organizations, such as those in 
Latin America, and other assistance programs such 
as the Point IV and Colombo plans. 

The relation of expanded technical assistance to 
the broadening of investment opportunities may in 


Dragging Your Own Anchor 


“Lack of certain currencies has caused, and con- 
tinues to cause, difficulties in the recruitment of ex- 
perts [for the United Nations Technical Assistance 
Program]. Another problem arises from the uncon- 
vertibility of a considerable part of the funds pledged 
or paid. Both the recruitment of experts and other 
operational aspects of the program would be greatly 
facilitated if the restrictions on convertibility made by 
contributing countries could be interpreted in a more 
flexible manner.”—Source: United Nations Economic 
and Social Council, “Expanded Programme of Tech- 
nical Assistance.” Second Report of the Technical As- 
sistance Board to the Technical Assistance Committee, 
January 24, 1951, p. 72. 
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some instances be quite direct; others, only indirect 
and long term. In the first category, for instance, 
would be the furnishing of an expert survey party to 
advise on the development of power resources. When 
an actual project is started and financed because of 
such a mission, it may make new investment in manu- 
facturing or mining directly possible. But, when the 
aid is furnished to agriculturists, it is clear that, what- 
ever the long-term increase in home food supplies or 
exports which result in a rising standard of living, 


' the effects on investment opportunities are not so 


immediate. Our own Point IV program, as a matter 
of fact, has provided most of its aid in the field of 
improving agricultural techniques. 

International economic assistance is bound to come 
up against local customs, nationalism, politics, vested 
interests or even vested corruption. The seriousness 
of these obstacles is clearly expressed in the UN re- 
port on measures to finance underdeveloped areas. 
Technical assistance is no exception to the foregoing 
generalization. A recent instance is afforded by nego- 
tiations for United States help to Syria, which have 
so far failed. At least three reasons were reported:} 


1See Albion Ross’ dispatches in The New York Times of June 
8, 10, and 14, 1951. 


283 


Point IV in the Nineteenth Century 


“In the decade from 1880 to 1890, Great Britain 
was lending new private capital abroad at a rate of 
from £30,000,000 to £35,000,000 a year. This does not 
sound impressive today in absolute amount. But it 
is estimated that it equaled about 244% of the then 
British national income. If a similar percentage of 
the present estimated national income of the United 
States were to go into private investment abroad, it 
would amount to some $5,000,000,000 a year.”— 
Source: Henry Hazlitt, “Illusions of Point Four,” pp. 
39 and 40. 


a fear that, excluding funds to resettle Arab refugees, 
Israel would get more than Syria; nationalist and 
“anti-imperialist” sentiment; plans of a French-Syrian 
combine to reclaim swamps to make way for large 
landholdings and export crops would be threatened if 
a Point IV project converted the area into small land- 
holdings as an experimental “pilot project” plan for 
the Near East. 

J. FRANK GASTON 

Lawrence A. MAYER 

Division of Business Economics 


Q and A 


Question: A subscriber writes: “Why do such large dis- 
crepancies exist between capital invested figures per em- 
For example THe Conrerence Boarp in its Eco- 
nomic Almanac shows a figure of $5,887 while I have seen 
elsewhere that it is estimated at $11,200. 

Answer: The $11,200 figure is one estimated by the 
Machinery and Allied Products Institute. 

The great difference in the two figures is accounted for 
by three factors: 

1. The two figures relate to different times. The NICB 
figure is for the year 1945, while the MAPI figure is for 
1950. The 1950 figure naturally reflects capital investment 
in 1946-1949. In those four years American business spent 
nearly $67 billion on new plant and equipment. 

2. The two figures are based upon different concepts of 
capital invested. The MAPI figure takes the value of fixed 
assets at their estimated replacement cost, less depreciation. 
This is tantamount to repricing capital investment at 1950 
prices no matter when the plant and equipment was installed. 

The NICB figure is based upon the book value of capital 
assets. Consequently, while the figure is for 1945, it reflects 
the (most often lower) price level of preceding years. In 
some cases, it may reflect the price level as far back as 
forty years before 1945. The NICB excludes holdings of 
government obligations from capital invested while MAPI 
includes such holdings. 

3. The two figures are different in scope. The NICB 
figure is for manufacturing only, while the MAPI repre- 
sents all industry, including farms but excluding finance. 
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The MAPI figure thus includes railroads and public utilities 
where capital invested per employee is apt to be: higher 
than in manufacturing and also trade where capital in- 
vested is apt to be lower than in manufacturing. 

Strangely enough, capital invested per employee in ag- 
riculture (included in the MAPI figure) actually raises 
the over-all figure. According to MAPI, capital invested 
per employee in all industry (including agriculture) is 
$11,200. If agriculture is excluded the figure drops to 
$10,800. 

An approximation of the NICB figure for 1950 is con- 
tained in the accompanying table. These data are not ex- 
actly comparable with our series appearing in “The Economic 
Almanac.” 


Capital Invested in Corporate Manufacturing, End of 1950 


Industry Per Employee | Per prodecuoy 
Chemical gnc tecs si oe ee es $14,518 $20,100 
Pefroletiin 6.550 titr oh ee ere 70,210 93,613 
Primary ametalsee anti. tec vest ase 10,161 11,737 
Fabricated metals3... 0... ¢..¢-t00% 06 5,334 6,406 
8,035 9,771 


Alle mentdacrunrin geen kee ae ile arate 


It is evident that considerable diversity exists between one 
manufacturing industry and another in capital invested per) 
employee. Capital invested per employee in petroleum is 
nearly ten times the average for all manufacturing, while 
the fabricated metals industry was only about two thirds 
of the average. 


NEW. BENEFITS FOR NEW VETERANS 


PARKED by an incident in which a Korean 
veteran was denied admission to a VA hospital, 
the Congress passed Pustic Law 28 on May 10. 
This law goes far beyond remedying inequitable treat- 
ment of Korean veterans. As interpreted by the Vet- 
erans Administration, it extends to all persons serv- 
ing in the armed forces on or after June 27, 1950, 
in any part of the world, including the United States, 
the complete package of hospital, pension, and burial 
benefits available to veterans of World Wars I and II. 
Yet Public Law 28, which will weld the taxpayer to a 
heavy burden over the next 100 years, was passed in a 
few hours with only a brief discussion—barely enough 
to fill three pages of the Congressional Record, 


WARTIME VETERANS GET MORE 


Veterans now, as before this legislation, may be 
divided into two broad groups with regard to their 
entitlement to most benefits—veterans of wartime 
service and veterans of peacetime service. Both 
may be eligible, under specified conditions, for com- 
pensation, hospital and medical care for service-in- 
curred disability. In general, however, hospital and 
pension benefits for nonservice-connected disability 
or death are granted to wartime veterans only.! There 
are exceptions. A peacetime veteran, for example, 
who was discharged for disability incurred in line of 
duty or who is in receipt of compensation for a serv- 
ice-connected disability may be entitled to VA hos- 
pitalization or domiciliary care, even though the 
condition requiring treatment, or presently disabling 
him, is not service connected. 

Veterans of peacetime service may be further 
divided into persons who had been assigned to ordi- 
nary duties and persons who had been engaged in 
extrahazardous service while in the armed forces. 
Compensation payments on behalf of ordinary peace- 
time veterans is 80% of the wartime rate, while com- 
pensation on behalf of veterans whose disability or 
death resulted from extrahazardous service is at the 
full wartime rate. 


POST-KOREA SERVICE NOW "WAR" 


Prior to the recent legislation, veterans of service 
after July 24, 1947, were considered peacetime veterans 
See The Business Record, Jan., 1951, pp. 37-39, for a detailed 


tabular presentation of federal benefits for veterans and their 
dependents. 


(World War II having ended on that date for such 
purposes), with participation in Korean hostilities 
defined as extrahazardous service. Public Law 28 
gives wartime status to all veterans who were in the 
armed forces on or after June 27, 1950, whether they 
served in Korea, Berlin, New York, or anywhere else. 
This means that they may be eligible for hospital and 
domiciliary care for nonservice-connected ailments; 
that pensions for nonservice-connected disability and 
death may be paid on their behalf; that their burial 
expenses will be reimbursed; and that compensation 
payments for service-connected disability and death 
will all be at the full wartime rates.” 


THE CHAIN OF EVENTS 


On the morning of May 10, newspapers throughout 
the country carried a wire dispatch that a Korean 
veteran in Tucson, Arizona, had been denied admit- 
tance to a VA hospital. He was seeking treatment not 
for a service-connected condition but for a throat ail- 
ment. His discharge had not been caused by a line-of- 
duty disability and he was not in receipt of veterans’ 
compensation. Had he been a wartime veteran, how- 
ever, he would have been eligible for VA-hospital care 
—provided he swore that he was unable to secure it at 
his own expense and there were beds available. 

On the same day that the story reached the news 
headlines, President Truman requested that certain 
benefits available only to wartime veterans be ex- 
tended to present armed forces personnel. In the past, 
the President had advocated that veterans’ legislation 
should provide only for those “special and unique 
needs which arise directly from military service.’ 
But the resolution that he submitted dealt chiefly with 
nonservice-connected needs, the “special and unique 
needs” having been fairly well met by existing legis- 
lation. 

Participation in Korean hostilities included service in the zones 
of patrol, blockade, and action or embarking or enplaning thereto 
from any point on or after June 25, 1950. 

*A description of each of these benefits and the conditions under 
which they are obtainable appears in the table referred to before in 
The Business Record, January, 1951, pp. 37-39. To bring the table 
up to date, it need only be remembered that Public Law 28 places 
veterans who served in the armed forces on or after June 27, 1950, 
on an equal footing with World War II veterans for the following 
specific benefits: compensation and pensions; medical and domiciliary 


care; and burial benefits. Changes in insurance benefits will be dis- 
cussed later in this article. 

’Budget Message of the President, Jan., 15, 1951, p. M57. See 
also reference to Mr. Truman’s position in ‘Veterans’ Benefits 
Add Up,” The Business Record, Jan., 1951, p. 10. 
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The Senate considered Mr. Truman’s request and, 
following a brief discussion, passed S. J. Res. 72. The 
few members who expressed themselves appear to 
have been of the opinion that they were extending 
certain benefits just to Korean veterans. 

The House of Representatives also considered the 
matter and passed H. J. Res. 257, which was much 
more comprehensive than the Senate resolution, pro- 
viding dependents’ benefits as well as benefits for the 
veterans themselves, and adding domiciliary care and 
burial payments to the list of medical, hospital, com- 
pensation, and pension benefits. 
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In record time, with no debate, both Congressional 
bodies agreed on the wording of the House resolution. 
S. J. Res. 72 was so amended and passed. It was 
signed by the President the following day, May 11, 
and became Public Law 28. 

The speed with which the Congress acted, together 
with Congressional comments, raise serious doubts as 
to whether the gentlemen were fully cognizant of the 
far-reaching impact of the measure they passed. (The 
two resolutions and the highlights of the discussion 
in Congress relative to Public Law 28 are shown 
below.) 


FOLLOWING THE NEW VETERANS' LAW THROUGH CONGRESS 


(Excerpts from the Congressional Record, May 10, 1951) 


S.J. Resolution 72: Resolved, etc., That any person 

who shall have served in the active service in the 

armed forces of the United States on or after 

The June 27, 1950, and prior to such date as shall 

Senate thereafter be determined by Presidential 

proclamation or concurrent resolution of the 

Congress, shall, subject to other provisions of law 

and resolutions, be entitled to benefits of medical 

and hospital care, compensation or pension pro- 

vided by law for persons who served during the 
period of World War II. 


MR. GEORGE: Mr. President, in explanation of the 
request for immediate action, I may say that certain 
returned soldiers who have fought in Korea now have 
difficulty in obtaining admittance to the hospitals, and, 
in fact, in certain instances, they have been denied 
admittance. . . . This measure is necessary in order to 
provide compensation for wartime service-connected dis- 
ability, and in order to admit to the hospitals, on the 
basis of wartime casualties, the soldiers who are return- 
ing from Korea... . 


MR. AIKEN: Is this joint resolution intended to 
affect in any way the benefits which are provided in the 
so-called GI bill of rights? 

MR. GEORGE: No, it does not touch them at all. 
They would be separate and distinct... . 

MR. TAFT: . the joint resolution . . . would 
apparently extend the privileges to anyone, whether he 
fought in Korea or whether he did not fight in Korea. 
It seems to establish the period since June 27, 1950, as 
a period of war for all purposes, so far as the Army, the 
Navy and the Air Force of the United States are con- 
cerned. I wonder whether that is a desirable thing to do, 
and whether it should not be confined to those who 
have served abroad, or who have served in Korea. I 
have reached no conclusion about it. 

MR. GEORGE: . . . there would be no objection 
to putting into the joint resolution the definite state- 
ment, if the Senator wishes to do so, that it shall apply 
only to those men who are killed or wounded in the 
combat area in Korea, or the Korean area. 
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The only difficulty about such a provision, however, is 
that it might be restrictive, because it might exclude 
men leaving camp. . . . The Veterans’ Administration 
drew this resolution with the statement that the resolu- 
tion would accomplish what was intended, and nothing 
more. . . 


MR. BRIDGES: . the joint resolution is to 
break through the film of fiction that we are only in a 
police action, but that actually we are at war. It is to 
allow veterans to qualify as if they were wounded in 
a real war, which I think is the case... . 


MR. GEORGE: The joint resolution is intended to 
take care of the situation which arises from the fact 
that in all veterans’ legislation there is a distinction 
between peacetime service and wartime service. . . . 
That being true, for the purpose of hospitalization and 
compensation it is necessary to pass this joint resolution 
so as to give those serving in Korea who suffer service- 
connected casualties the same treatment they would 
have received if they had been in World War IJ... . . 


So far as insurance and death compensation is con- 
cerned, we have already taken care of those soldiers 
who are serving or have served in active military serv- 
ice in Korea or in any combat area, from the time they 
left their camps to report for duty, where they have been 
actually called for service. 


MR. CASE: . . . I would not want the Record to 
imply that it is merely opening the doors of the veterans’ 
hospitals to those who have been injured in theaters of 
combat, because I believe the purpose to be to open 
the doors of veterans’ hospitals to any veteran who has 
served in a combat area, whether or not he has a serv- 
ice-connected disability. . . . 


THE PRESIDING OFFICER: Is there objection 
to the present consideration of the joint resolution? 

There being no objection, the joint resolution (S.J. 
Res. 72) was . . . passed. 


MR. RANKIN: Mr. Speaker, I ask unanimous con- 
sent for the immediate consideration of the joint reso- 
lution (HJ: Res: 257) = «23+. 
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H.J. Resolution 257: Resolved, etc., That any per- 

son who shall have served in the active service in 

the armed forces of the United States on or 

The after June 27, 1950, and prior to such date as 

House shall thereafter be determined by Presidential 

proclamation or concurrent resolution of the 

Congress, shall, subject to other provisions of law 

and Veterans’ Regulations administered by the Vet- 

erans’ Administration, be entitled to benefits of 

medical, hospital, and domiciliary care, burial 

benefits, and they and their dependents shall be 

entitled to compensation or pension provided by 

law for persons who served during the period of 

World War II. [Roman type indicates where House 
resolution goes beyond Senate resolution.] 

MR. PHILLIPS: . . . Would the so-called GI bill of 
rights be involved in this? 

MR. RANKIN: No. 

MR. PHILLIPS: This refers only to medical, domi- 
ciliary, and benefits of that kind? 

MR. RANKIN: Yes. 

MRS. ROGERS of Massachusetts: . . the boys 
fighting in Korea should be given all of the benefits 
that the veterans of World War II received. They are 
real stepchildren. The boys may die because they can- 
not be hospitalized after discharge in VA hospitals. The 
legislation should pass immediately and with great 
enthusiasm. . . 

MR. RANKIN: Here is a telegram I received from 
the National Commander of the American legion . . .: 

Washington, D. C., May 10, 1951 
“The AP news release . . . regarding Korean vet- 
eran . . . being denied admission to VA hospital for 
treatment of cancer highlights need for immediate 
change in law to make veterans of Korean hostilities 
eligible to hospitalization on same basis as war vet- 
erans. 


“—. . In behalf of the American Legion, I call 
upon the United States Congress to immediately take 
action that will assure recognition of veterans of the 
Korean hostilities as war veterans and not peacetime 
veterans.” 


[Signed] Erle Cocke, Jr. 
National Commander 


THE SPEAKER: Is there objection to the request 
of the gentleman from Mississippi? There was no objec- 
tion. The joint resolution was . . . passed... . 

MR. McCORMACK: Mr. Speaker, I ask unanimous 
consent for the immediate consideration of the joint 
resolution (S.J. Res. 72) . and to strike out all 
after the enacting clause and substitute therefor as an 
amendment the provisions of House Joint Resolution 
257, which recently passed the House. 


THE SPEAKER: Is there objection to the request 
of the gentleman from Massachusetts? 

There was no objection. . 

The amendment was agreed to. 


SENATE 


The PRESIDING OFFICER laid before the Senate 
the amendment of the House of Representatives to the 
joint resolutions (S.J. Res. 72)... . 


MR. GEORGE: Mr. President, I merely wish to say 
that very little has been added to the joint resolution 
by way of amendment on the part of the House of 
Representatives. Burial expenses have been expressly 
enumerated, and also pensions for the widows and or- 
phans of deceased soldiers in the Korean area. That is 
the real gist of the amendment. 

Therefore, Mr. President, I move that the Senator 
concur in the amendment of the House of Representa- 
tives. 

The motion was agreed to. 


Gl INSURANCE ALSO CHANGED 


Pusuic Law 23, effective on April 25, made the in- 
surance coverage of soldiers, sailors, and marines, 
serving on or after June 27, 1950, more liberal than 
it was in previous conflicts. It provides the follow- 
ing three types of protection. (1) While on active 
duty (and for 120 days thereafter), servicemen are 
automatically covered against death for $10,000—less 
any U.S. Government Life Insurance or National 
Service Life Insurance in force at time of death; (2) 
a special type of insurance is granted under certain 
conditions to persons released from active service who 
have service-connected disabilities rated at 10% or 
more; and (3) those with more than thirty days of 
service who were not disabled in service are eligible 
for postservice term insurance with renewal privileges 
if they apply for it within 120 days after discharge. 

At the same time, the rights of World War I and 


II veterans to obtain government insurance have 
been cut off. Before Public Law 23 was passed, World 
War I veterans were eligible for up to $10,000 of 
USGLI, and World War II veterans for up to $10,000 
of NSLI, whether or not they had taken out such 
insurance while in service, or had since let it lapse.! 
The veteran was required only to furnish satisfactory 
evidence that he was in good health. Public Law 23 
ends the issuance of new insurance under both these 
programs. Term policies that are in a state of lapse 
(as distinguished from expiration) , however, may be 
reinstated on or before, but not after, their term has 
expired. Also, permanent-plan policies in a state of 
lapse may be reinstated at any time provided the 
applicant can meet the reinstatement requirements. 
The National Service Life Insurance program had 
See table in The Business Record, Jan., 1951, op. cit. 
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long been criticized for failing to assure financial pro- 
tection to the families of servicemen. Because it was 
optional, the insurance was not carried by some serv- 
icemen and was held in small amounts by others. 
As one Congressional committee has stated it, “the 
attamment of the objectives of the act was depen- 
dent upon the economic predilections. and sense 
of responsibility and duty of the individual.’ 

NSLI had also been charged with causing an in- 
equitable distribution of public funds. The premiums 
paid by the insured person covered only normal 
civilian risk. In the event death was traceable to 
the extra hazard of military service—during World 
War II 88% of the insured death were—the liability 
for payment of the claim was borne not by the NSLI 
fund but by the Federal Government. Thus the dis- 
bursement of government moneys to the families of 
the war dead hinged on whether or not the service- 
man had taken out NSLI, and then it amounted only 
to the face value of the policy.2 One out of nine 
servicemen who died between Pearl Harbor day and 
VJ-day had no NSLI. 

A third criticism of NSLI was its excessive cost, 
both from a monetary viewpoint and in terms of per- 
sonnel requirements. This resulted from burdensome 
administrative machinery, basing premiums on an 
outmoded mortality table, and payment of 3% inter- 
est on invested NSLI funds (rather than the current 
market rate of interest), as well as from the fact that 
NSLI was a permanent system of insurance under 
which policyholders could convert from term to regu- 
lar policies after discharge. According to an estimate 
by the Bureau of the Budget, the Federal Government 
would have saved about $587 million between 1940 
and 1949 had a gratuitous indemnity been in effect 
instead of NSLI. 

The provision of a gratuitous indemnity in Public 
Law 23 thus was aimed both at correcting the gaps 
and inequities in NSLI and at saving the government 
money and manpower. 


ALL THIS AND INSURANCE TOO 


But the evolution of the law illustrates how dif- 
ficult it is for our legislators to trim the veterans’ 
program. The original version of the Servicemen’s 
Indemnity Act of 1951 (H.R. 1), which was passed 
unanimously by the House of Representatives on 
January 24, provided for a gratuitous indemnity of 


1Committee on Expenditures in the Executive Departments, 
House of Representatives, 81st Congress, 2d Session, Report No. 
2761, p. 11. ; : 

The following example was given by the Committee on Expendi- 
tures to demonstrate this point: A, B, and C were all draftee privates 
in a combat outfit. Each was married and had two children. A had 
no National Service Life Insurance coverage; B had $5,000; C had 
$10,000. In the same combat engagement, while subject to the same 
-war hazards, all three were killed. The United States—not NSLI— 
paid B’s family $5,000, C’s family $10,000, and A’s family got nothing. 
Ibid., p. 12. 
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$10,000 to be paid to the beneficiaries of any person 

in the armed forces who died on or after June 27, 

1950. This protection was continued for ninety days 

after discharge on a free basis, and provision was also 

made for postservice insurance for those men who 

were unable to obtain insurance at standard commer- 

cial rates because of service-connected disabilities. ’ 
No provision was made for insurance after service for 

those persons discharged without disability. 

The only significant change made by the Commit- 
tee on Finance before it reported H.R. 1 to the Sen- 
ate was to extend the period of free coverage after 
discharge from 90 to 120 days. But when the Senate 
considered the proposal on February 26, it completely 
changed the bill because of strong opposition to dis- 
continuance of the insurance program. Therefore its 
amendment left NSLI undisturbed, except to add 
that $10,000 of such insurance should be provided free 
from June 27, 1950, until 120 days after enactment. 

The sharply divergent Senate and House bills were 
sent to conference and what emerged on April 12, and 
passed both houses a day later, was a compromise 
measure that provided both the gratuitous indemnity 
and a postservice insurance program. The latter per- 
mits any veteran with more than thirty days of serv- 
ice, even if not disabled, to obtain up to $10,000 of 
government insurance by applying for it within 120 
days after discharge, thus continuing the government 
in the insurance business. Many of the criticisms of 
NSLI, however, are overcome by this program. Th: 
insurance may not be converted to a permanent plan 
but is available only on a five-year renewable term 
plan; interest is payable to the fund at the current 
market rate instead of a fixed 3%; the premiums are 
based not upon the outmoded American Experience 
Table of Mortality but the Commissioners 1941 Stand- 
ard Ordinary Table of Mortality; and it will be non- 
participating, which means that no dividends will be 
payable. The net result is to provide a man aged 
twenty with insurance at 21 cents per $1,000 as against 
65 cents paid by World War II veterans. 

The only major World War II benefits not yet 
granted to our new veterans are those which were pro- 
vided under the GI bill of rights; 2.e., education and 
training, loans, and readjustment allowances. And 
current service in the armed forces has not yet been 
designated covered employment for the purpose of 
federal old-age and survivors’ insurance. 

Vocational rehabilitation training was extended late 
in 1950 to veterans disabled on or after June 27, 1950, 
if the disability resulted directly from armed conflict 
or during extrahazardous service, and training is 
needed to overcome the handicap. Unlike the benefits 
provided in Public Law 28, this training is practically 
limited to veterans of the Korean hostilities. 

Miriam Civic 
Division of Business Economics 


SELECTED BUSINESS INDICATORS 


(Annual statistics appear in “The Economic Almanac 1950,” pages 38, 39) 


Item 


Industrial Production 
Total (FRB) (S) 
Manufacturing (FRB) (S)........ 
Durable goods (FRB) (S)....... 
Steel icinyaivontrdems sat traces 

Pig irons Ay. yea eee eee 
Copper (refined)..,........... 

head i(refined) herent anlar 
ZancaSlab) cco wre eee 

Glass containers.............. 


Machine;toolstay oaececee cs et 
Machinery (FRB)............ 
Transportation equip. (FRB). . 
Automobiles, factory sales..... 
Nondurable goods (FRB) (S)... 
Cottontaen cate cs ectoteiate stores 


Rayon yarn’........ gia iavemereie 
Food prod., mfd. (FRB) (S)... 
Chemicals (FRB) (S)......... 
Newsprint, North American... 

Pa Der errr ertae elo caskieteyere wets ales 
Baperboard secs. cies cer ee 
Boots and shoes............... 
Cigarettes (small)?............ 
Minings (HRB) GS) acer sees 
Bituminousicoallyis.c.. se 21 
Anthracite naan teh cistern teehee 
Crude petroleum’............. 
Electrie-power*...............24.- 
Constructionlaren-nereaee cee eee 
Heavy engineering—Total’......... 


Distribution and Trade 
Carlosdings; totalageeme ie eee 
Carloadings, miscellaneous**........ 
Retail sales (S)**.....5....6.0.55: 
Department store sales (S)......... 
Variety store sales (S)............. 
Rural retail trade (S)............. 
Grocery chain store sales (S)7....... 
Magazine advertising linage........ 


Commodity Prices** 
All commodities (BLS)............ 
Rawamaterialssecsmenn action 


Manufactured products.......... 
Marna prodticts srr msericn: meer 
HOOdS aon nite ic ac eno os 


Securities 
Total stock prices (Standard & Poor’s) 


Total no.sharestraded N. Y.Stock Ex. 
Corporate bond yields (Moody’s)... 
Financial Indicators 
Bank debits, outside New York City® 
New capital corporate issues........ 
- Refunding issues.................. 
Comm., industrial and agric. loans‘. 
Total] personal income (S)®......... 
Money in circulation, end of month, 
Defense expenditures” 


SAdjusted for season variation 
SEngineering News-Record—average weekly 


Defense Dept., Atomic Energy Comm., Mutual Defense Assistance, Maritime Activities, Coast Guard, Defense Production 
beginning July, 1950 and are not strictly comparable to earlier data. Revised data are available on request 

dPercentage change, latest month over a year ago 
pPreliminary 


over previous month 


to 3 months 1951 n.a.Not available 


discontinued. 


| million dollars 
1Shipments 


Unit 


1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
000 net tons 
000 net tons 
net tons 

net tons 

net tons 

000 gross 
million bd. ft. 
1945-47 = 100 
1935-39 = 100 
1935-39 = 100 
units 

1935-39 = 100 
000 bales 
million pounds 
million pounds 
1935-39 = 100 
1935-39 = 100 
short tons 

% of capacity 
% of capacity 
thous. of pairs 
millions 
1935-39 = 100 
000 net tons 
000 net tons 
000 barrels 
million kwh 
million dollars 
000 dollars 


thousand cars 
thousand cars 
million dollars 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
thous. of lines 


1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
thousands 

per cent 


million dollars 
000 dollars 
000 dollars 
million dollars 


billion dollars 
million dollars 


223 

234 

276 
9,094 
n.d. 
113,513 
44,951 
80,430 


=x 
go 
@ 2 
a 
= or 


2,573 1,375 
253,599 263,359 
799.8 788.5 
391.3 394.8 
The 11,997 
303) a7 302 
lhe 244.0 
n.a. 300.5 
n.a. 431.0 
3,926 4,531 
182.9e}r 183.5 
n.d. 197.7 
n.d. 186.9 
Ts 175.9 
199.8e/r 202.6 
187.2e)r 185.7 
n.a. 205.8 
173.9 17203. 
189.3 187.3 
147.5 148.7 
110.5 110.2 
52,604 42,616 
3.09 3.07 
71,196 69,421 
n.a. 660,443 
n.a. 79,667 
19,152 19,198 
n.d. Q4A A 
Volta 27,268 
2,739 2,397 


7Grocery and combination chain store sales 


eEstimated 


March 


February 


Percentage Change 


5 Months, 
1950 to 
5 Months, 
1951 
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281,291 


753.8 
395.1 
12,324 
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i) 
a 


76,001 |r 
797,259 
81,608 
19,005 
r 242.8 
27,119 
O71 


8140 centers 


aApril, 1950 


1,141 
317,766 
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352.1 
13,075 
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239.6 
321.7 
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2Consumption; cigarette consumption measured by tax-paid withdrawal 
9Annual 


232,788 


741.6 
354.0 
11,0804 

290 
222.4 
276 .7a 
378 .8a 
3,853 


155.9 
162.5 
143.9 
149.4 
164.7 
EOS) 
184.1 


146.9 
156.1 
109.7 
112.8 
56,143 

2.86 


58,838 
402,004a) 
93,864 
13,376 
213.8a 

27,090 
1,097 


3Average daily 


rate 


bMarch, 1950 
_eE: fPercentage change 4 months 1950 to 4 months 1951 
R 1 i _  *Value as traffic indicator subject to variations in length of haul and amount loaded 

merce replaces retail trade, NICB which has been discontinued. Earlier data for series shown will be furnished on request. 
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April, May, 
1951 to 1950 to 
May, May, 
1951 1951 
+0.5 +14.4 
+0.4 +14.7 
+0.4 419.5 
+2.9 +6.2 
—2.1¢ +5.6d 
+9.7 ele t) 
sy as -8.2 
+3.3 = ine 
+0.8¢ +31. 5d 
+5.5¢ +7 .5d 
—2.0¢ +52.8d 
+0.6¢ +34 .3d 
—3.9¢ +30.5d 
-18.5c +10.5d 
+0.5 +10.5 
-15.1 415.8 
+4.8¢ -19.7d 
4+1.9 iyo 
+0.6¢ +3.7d 
+1.7¢ +17.9d 
+8.5 +5.9 
0.6 +6.3 
-1.0 +14.3 
+8.8¢ -3.9d 
-1.8c +14.7d 
0 +13.1 
+3.4 -5.3 
+36.1 -16.8 
+0.5 +20.0 
—2.2 +12.4 
+87.1 +90.9 
3.7 +8.9 
+1.4 +7.8 
0.9 +10.5 
-2.7¢ +8.3d 
-+0.3 +4.5 
+2.5¢ +9.7d 
-2.4Ac +8 .6d 
—-0.4¢ +13.8d 
-13.4 +1.9 
0.3 +17.3 
—0.9¢ +21.7d 
—0.3¢ +29 9d 
+0.1¢ +17.7%d 
-1.4 +21.3 
+0.8 +17.1 
0c +11.8d 
+0.9 +18.4 
+1.1 +21.3 
-0.8 +34.5 
+0.3 2.0 
+23 4 -6.3 
+0.7 +8.0 
+2.6 +21.0 
—17.2c +64.3d) 
-2. 4c -15.1d 
0.2 +43 .2 
+0.7¢ +14.3d 
+0.9 +1.6 
414.3 +149.7 


4Average weekly 
e 10Includes federal budget expenditures for 
Due to minor changes in classification data have been revised 
cPercentage change, latest mont 
gPercent: 
**Retail Baa 
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change 3 months 19 
1 dae g Department of Com 
NICB series on sensitive industrial and farm prices have been 


ENOUGH? ae too littlee 


fOO 


A crucial question, of persistent and increasing 
importance: Have we enough of “what it takes” to get 
through the present materials crisis? 


A panel of experts discusses the availability of 
most of the important defense resources. Some ma- 
terials are scarce. Some we have to stock-pile with 
supplies from abroad. Some we have plenty of. The 
bottlenecks and through-channels of such allocated 
materials as chemicals, sulphur, steel, lead, titanium, 
magnesium, aluminum and copper are examined in: 


KEY MATERIALS: 
Current Supply and Outlook 


This latest Studies in Business Economics makes 
available in convenient form the information and insight 
of such authorities as George A. Renard, James Boyd, 
Hugh Craig, Richard J. Lund, Earl M. Richards, John R. 
Skeen, and Simon D. Strauss. For additional copies, ask 
for Number Twenty-eight in this series. 


little? or ENOUGH? 


How much can it be cut? Even though the largest part 
of the 1952 Budget is for defense, experts who have 
tackled the immense job of budget analysis say it can 
be pruned substantially without endangering national 
security. We can’t all be Budget experts but we can 
find out where we stand on this far-reaching question 


of public policy if we know: 


How the $71 billion is to be spent 

Where savings might be made 

What stands in the way of slashes 

How we can overcome these obstacles 

What we can do now to hold down future outlays 


A detailed study of the 1952 Federal Budget and how 
it might be cut was recently published in The Business 
Record. Reprints of this 23-page analysis of the recom- 
mendations of seven major Budget-cutting programs are 
now available. Ask for: 


“HOW TO STREAMLINE THE FEDERAL BUDGET” 


